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Overall Annual Revenue Growth: Up 42 Percent

Annual Gross Profit Margin: Up $13.8 Million

Consumable Revenues Increase: Up 22 Percent

End-User Sales Revenue via Partners: Up 26 Percent

Royalty Revenues Increase: Up Over 24 Percent

System Placements: Up 21 Percent

Market Capitalization Increase: Up 48 Percent

Cash and Investments at December 31, 2007: $34.2 Millio

Worldwide Strategic Partners: 58 Companies
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Technologies

XMAP Technology

Luminex’s xMAP® Technology is built on proven, existing technology — How cytometry, microspheres,
lasers, digital signal processing and traditional chemistry — that have been combined in a unique way.
Featuring a flexible, open-architecture design, xMAP Technology can be configured to perform a wide
variety of bioassays quickly, cost-effectively and accurately.

X TAC Technology

Genetic tests from Luminex are based on xTAG™ Technology, which utilizes a proprietary universal tag
system that allows easy optimization, product development and expansion of molecular diagnostic
assays. XTAG Technology combined with the Luminex instrument are a best in class solution for performing
chinical multiplexed genetic tests.




Luminex

The common shares of Luminex Corporation
are traded on the Nasdaq Global Market
under the symbol LMNX.




Financial Highlights

Total Revenue Consumable Sales Royalty Revenue Year End
{in millions} {in millions} fin miflions) SfOCI( Price
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Fellow Shareholder:

Without question, 2007 was an important year of
transformation for Luminex. We built additional momentum
as we extended the reach of our proprietary xMAP® Technology
and enhanced our position as the worldwide leader in
multiplexing solutions. Through solid execution of our sirategy,
we delivered another year of solid growth and favorable results.
At the same time, we have continued to focus on our ultimate
objective as innovators in the life sciences marketplace - to
improve the health, safety and quality of life of people around
the world.

® Strong Financial and Operating Meirics Reflect
Solid Execution

Qur accomplishments over the past year are reflected in our
financiol and operating results with a number of important
records set in 2007. Our annual revenues reached a record
$75 million, an increase of 42 percent over the prior year as
our xMAP Technology continued to gain acceptance in the
marketplace. Consumable sales were the highest ever for the
Company, achieving over $19 million for the year, up 22 percent
from 2006. We are especially pleased with the 25 percent
increase in royalty revenues, an important measure of the success
of our technology in the marketplace. Our gross margin for the
year was 61 percent, with an increase in gross profit dolars of
$14 million, reflecting the favorable shift in revenue mix to our
higher margin items, consumables and royalties. Finally, our
balance sheet remains strong with over $34 million in cash, cash
equivalents and investments ot December 31, 2007, providing
us with considerable financial flexibility to execute our growth
inifiatives.

We also set o record with 862 system placements, up 20 percent
over the prior year, reaching 4,979 Luminex systems placed in
major pharmaceutical companies, clinical laboratories, bio-
defense facilities and academic institutions around the world at
the end of 2007. End-user sales on these systems grew aver 26
percent in 2007, reaching $167 million at the end of 2007.

sty

®
From an investor’s point of view,
our ISS Corporate Governance Quotient
is in the top 15 percent compared to the
Russell 3000, and in the top 10 percent
of all pharma, biotech and life sciences
companies.

® xMAP Technology Gains Acceptance

We have continued to pursue a growth strategy built around our
proprietary xMAP Technology, which is unmatched in terms of
performance and flexibility. The ability to design, develop and
deliver tests that ore either protein-based immunoassays, nucleic
acid-based molecular tests or a combination has significant
value to our partners and to our end-users. This market value
has been validated with o large and growing bibliography
of arlicles published on xMAP Technology in peer reviewed
scientific journals and 47 FDA<leared products. We believe
our xMAP Technology provides us with a sustainable competifive
advantage that has positioned Luminex as the market leader in
multiplexing innovation.

® Partnerships and Technology Group Drive Success
We revised our organizational structure in 2007 and began
reporling our results by two key operating segments, the
Technology Group and the Assay Group. The Technology
Group is our parinership franchise, which consists of sales to
our partners of systems, beads, royalties, service and support
of the core technology, and other items. The Technology Group
represents our core partnerbased business model which has
historically provided Luminex with significant market reach, and
remains a strong and highly effective element of our strategy
with good prospects for future growth. We have invested in our
future through innovation, with an evelving portfolio of products
designed to meet the diverse needs of our portners and end-user
community. We have the ability to leverage the infrastructure,
and the sales and service capabilities of our global partners, 1o
rapidly increase the adoption of our technology. We are fortunate
to have partnerships with worldwide leaders in key market
segments of life science research, proteins, HLA/transplant, and
immuncdiagnostics, providing a distinct advantage for Luminex
in terms of market presence ond speed to market. In addition,
these segments are enjoying robust growth and we have
continued to gain end-user market share in our relevant markets.
In 2007, we exponded our partnership strategy to include
distribution partners, companies who distribute assay producis
developed and manufactured by Luminex. Llocking ahead, we
will continue to identify and develop pariner relationships where
we believe our mulliplexing capability has the most relevance
and where we see potential partners who want to aggressively
deploy our technology.

- Lumunex.
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® Assay Group: Growth Accelerator

The Assay Group, our second operating segment, is comprised
of the Luminex Bioscience Group and the Luminex Molecular
Diagnestics Group. This segment is primarily involved in the
development, manufacture, and sale of assays based on xMAP
Technology to distribution partners for use on the Company’s
installed base of systems. The Luminex Bioscience Group was
formed in 2005 with the intent to identify and develop key
differentiated assay opportunities in emerging specialty markets
and then work with existing partner distribution channels to bring
these assays lo the end-user market as quickly as possible. The
Luminex Bioscience Group has launched unique products since
its inception. The Luminex Bioscience Group had another great
year in 2007 as we achieved all of our product development
milestones in several key areas of focus. Notably, in December
2007, Luminex Bioscience Group launched FlexmiR™ Select, a
new multiplexed microRNA [miRNA) assay designed to allow
researchers to further advance understanding and enhance
the analysis of miRNAs. This product is an exciting innovation
for miRNA researchers and further established Luminex in the
important miRNA research sector.  We also made measurable
progress with respect to our newborn screening program,
ancther important area of assay development. Finally, we
have announced a strategic collaboration with Tyson Foods fo
creale tests for the food safety and animal health segment. This
agreement again reflects our strategy of developing successful
parinerships with market leaders and further validates our
technology platform in the marketplace.

in 2007, we established Luminex Molecular Diagnostics with
the completion of the acquisition of Tm Bioscience. We are very
pleased with the integration of Luminex Molecular Diagnostics
into cur operations over the past year. With this acquisition
and integration, we now have the ability to accelerate our
growth strategy and extend our market reach in the high growth
molecular diagnostics market. Our xMAP Technology is ideally
suited ‘o address unmet customer needs for multiplexing solutions
in molecular diagnostics, particularly in complex inherited
diseases and infectious disease testing, with products such as
the firstever FDA cleared multiplexed genetic test — our CF 39
assay for Cystic Fibrosis.

As a result of our focused efforts over the past year, tuminex
Molecular Diagnostics achieved a major milestone at the
beginning of 2008 when the xTAG™ Respiratory Viral Panel, or
RVP, received de novo 510fk] clearance from the FDA.  xTAG
RVP is o breakthrough product not only for tuminex, but for our
indusiry and the entire healthcare system. By offering physicians
and patients a level of comprehensive diagnosis that has not
been availcble previously, xTAG RVP will totally change the way
respiratory disease is diagnosed. In a matter of hours, this test

can detect 12 viruses and subtypes from a single patient sample
— from the common cold, to the flu, to adenovirus - that together
are responsible for more than 85 percent of respiratory viral
infections. The use of this assay has many positive implications
as it shortens hospital stays, reduces inappropriate antibiolic
vse and assists in appropriate antiviral therapy. xTAG RVP is o
major accomplishment as the first product launched by Luminex
Molecular Diagnostics, and further establishes Luminex as a
leader and innovator in the molecular diagnostics market.

Looking ahead, we believe that test menu expansion is critical for
driving further market penetration from the Assay Group and we
will continue to focus on advancing our pipeline through regula-
tory submissions and product development initiatives in 2008.

® A Look Ahead

All of us o Luminex are proud of our accomplishments and
milestones achieved over the past year. Ultimately, we believe
our prospecis for longterm profitable growth and increased
shareholder value rest on the strength of the people working
throughout Luminex and their dedication and determination to
execute the Company’s sirategy. We must recognize thot many
people who represent Luminex in the market every day - our
strategic partners, customers and dedicated team of employees
- continue to build our success and produce exceptional resulls.
We enter 2008 with tremendous momentum and excifement
as the market leader in multiplexing innovation with @ proven
business model, proprietary technalogy, @ robust assoy pipeline
and a strong management team with the proven ability to execute
our growth strategy. We also have the financial strength to
pursue the many market opportunities we see before us. Above
all, we will continue to move forward with our balanced efforts
to advance healthcare through innovation and dedication, and
continue to build value for our shareholders.

Thank you for your confidence and for your investment in
Luminex.

Sincerely,

Patrick J. Baithrop, Sr.
President and Chief Executive Officer
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2007 was a transformational year for Luminex.
The changes and initiatives that we have
implemented have continued to drive the company
from a technology-based to a market-driven
organization. Ourevolvingandinnovative business
model offers unique opportunities and requires
unique approaches to growth. Our acquisition
of Tm Bioscience, investments in R&D, adoption
of state-of-the-art manufacturing practices, and
expansion of our product portfolio have all helped
to transform Luminex to a more efficient, more
diverse and more successful company. Throughout
all of these changes, we have taken innovative
approaches to further solidify our position as the
worldwide leader in multiplexing solutions. And
we strive every day to have a positive impact on
the health, safety and quality of life of people

around the world.

Luminex has ¢<GMP, 1SO and FDA-
compliant manufacturing facilities.

¢ Transforming the
Company through
Innovative Approaches

This year, we made major investments in fulure products and
innovation. We renovaled and restructured our manufacturing
facilities in Austin, to prepare for our anticipated growth.
Adoption of lean manufacturing practices has improved our
manufacturing consistency and quality and increased our ability
to rapidly scale production. As we look at select future growth
in areas like Molecular Diagnostics, Newborn Screening,
Biodefense, and Food Scfety and Animal Health, significant
opportunities like these will require scolability and efficiency
in product manufacturing. The lean manufacturing processes
will enable us to take advantage of these opportunities. They
also allow us to maintain our forecasted growth rates without
any foreseecble need for significant capilal investments in
manufacturing space or facilities. Applying the fean principles
to our manufacturing process is just one example of how we
have transformed our business operations over the last year.




¢ Transforming Research
through Innovative
Science

With nearly 5,000 instru-
ment platform placements
through the end of 2007,
xMAP® Technology is the 1641
mosl accepted
multiplexing technology in

Cumulative
Publication Activity

widely

the industry. Despite our
broad market presence,
the unique science behind

our 3D beodbased

arrays remains novel and

889

innovative. The future looks

bright, also, as indicated a7
by the significant growth in

xMAP-based publications, . B |
and the wide diversity of ' I

applications cited in these

publications 2003 2004 2005 2006 2007

Moreover, Luminex scientists have also been busy innovating.
As of the end of 2007, we now have 63 patents published and
177 patents pending based on the inventions of our R&D staff,
Many of these new inventions are being incorporated into our
instrument platforms to improve features that customers tell us are
important like {imit of detection, sensitivity, dynamic range, time
to result and automation.

Luminex has reached an important landmark - for the first time
in our history we now have in place a technology and product
strategy to deliver a portfolio of multiplexed solutions spanning
the full spectrum of user needs and applications. Anchoring
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In 2007 Luminex launched a new line
of assay products designed to enhance
the analysis of miRNAs.

our industry standard xMAP Technology is the highly
regarded luminex 200™
instrument.  With over
5,000 instruments sold
worldwide, and a diverse
user base, our company
is well positioned to not
only be a leader in today's markets, but also to help define the
future of multiplexed solufions.

Atone end ot the spectrum is
our new and ergonomically
designed FlexMAP 3D™
instrument  which  will

market launch in the

—2R&l neor future. This powerful new instrument
solution boasts substantial improvements in performance such
as increased mulfiplexed capability from 100-plex to 500-plex,
o doubling of sample throughput, improved sensitivity, and very
high dynamic range.

On the other end of the spectrum, we are
addressing a need in the marketplace for
small, portable multiplexing instrument with o %

new technology called BeadPix. The initial |

BeadPix product will be small, lightweight, -

and significantly lower cost instrument that will result in an entire
portfolio of product offerings designed to address the needs of
customers with limited budgets and limited laboratory space,
while still providing excellent xMAP Technology performance.

Last year, we also launched a new line of assay products for
microRNA research, or miRNA, ¢ field of research that involves
several hundred small RNA fragments which regulate cellular
function. The initial projections from thought leaders in the
field suggest miRNA's may play a role in cancer, heart diseose,
diabetes and other major diseases. The liquid phase kinetics of
our xMAP Technology, and the unique ability fo vary the number
of markers multiplexed in an assay make assays based on xMAP

Technology particularly well suited to miRNA research.

Our pariners’ investiments in R&D for xMAP applications have
also provided moany new products for Luminex users this past
year, demonstrating that our pariner business model creates more
menu options than could be generated by a singlecompany R&D
effort. As a result of these and our own product development
investments, the resultant menu breadth is extensive and a key
competitive advantage.
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° Tn:ansforlpin Clinical
Diagnostics through
Innovative Products

Perhaps the most transformative event for Luminex in 2007
was the acquisition of Tm Bioscience, a molecular diagnostics
company, now called luminex Molecular Diagnostics (LMD).
With the addition of LMD, luminex acquired innovative
approaches to assay development using xMAP Technology. We
now have the ability to provide a more complete solution for
our partners and customers in the large and growing molecular
diagnostics market, with expertise in assay development and
FDA <GMP-compliant manufacturing. LMD is an established
leader in molecular diagnostics with a leading position in the
cystic fibrosis kit market. Luminex has provided the resources to
more rapidly expand R&D, and the organization has been oble
to expedite product development. For example, LMD recently
launched o new assay panel for respiratory viral disease, the
xTAG™ RVP assay, the first multiplexed infectious disease assay
to be cleared by the U.S. FDA. xTAG RVP represents not only a
major innovation for Luminex, but for our industry and the entire
healthcare system. This test further establishes Luminex os a clear
leader in the molecular diagnostics market, validates our strategy
ond represents a mojor step forward in the infectious disease
market, a sector that we intend to focus on in the future.

By offering physicians and patients a level
of comprehensive diagnosis that has not
been possible previously, xTAG RVP will
completely change the way respiratory disease
is diagnosed. In a matter of hours, this FDA-
cleared test can detect 12 viruses and subtypes
from a single patient sample - from the common
cold, to the flu, to adenovirus - that together
are responsible for more than 85 percent of
respiratory viral infections.

Luminex xMAP Technology offers researchers,
physicians and patients a new level of
comprehensive diagnosis that has not been
possible previously.

¢ Transforming Lives
through Innovative
Solutions

We believe the true meas-
vre of any life science
product is determined by
its impact on scientific »
research, the healthcore \
industry, and ultimately /
human lives. We do not > y
consider ourselves as -
simply instrument or assay | '
providers, but rather as 2
a company that provides complete solutions in life sciences
research and clinical diagnostics. We are transforming research
by providing new methods to study the biological interactions
within organisms, such as providing custombuilt miRNA
solutions which help researchers look for possible causes for
cancer. We are transforming healthcare by ensuring safe and
effective organ transplants, and by providing rapid and more
comprehensive diagnostic information to physicians, increasing
their understanding of what infectious organism or genetic
anomaly has caused o patient’s disease. Overall, the unique
ability of Luminex xMAP Technology to efficiently and accurately
provide more information to researchers and clinicians than they
have previously had enables these scientists — our customers -
to apply new and innovative approaches to their research and
patient treatment.

And what this all means is thal Luminex is having a positive
effect on the lives of people around the world, which is what we
believe matters the most.

Luminex.
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Management

Patrick J. Balthrop, Sr.
President and Chief Executive Officer

Russell W, Bradley
Vice President,
Business Development and Strategic Planning

Jeremy Bridge-Cook, Ph.D.
Vice President,
Luminex Molecular Diagnostics

Board of Directors

G. Walter Loewenbaum, I"
Chairman of the Board
Chief Executive Officer and

Chairman of the Board, Mumboe Corp.
Chairman of the Board,

3D Systems Corporation

Patrick J. Balthrop, Sr.
President and Chief Executive Officer

Robert J. Cresci (1%
Managing Director,
Pecks Management Partners Ltd.

Thomas W. Erickson ("

Chairman of the Board,
National Medical Health Card
Systems, Inc.

Chairman of the Board,
PATHCare, Inc.

Douglas C. Bryant
Executive Vice President and
Chief Operating Officer

John C. Carrano, Ph.D.
Vice President, Research and Development

Harriss T. Currie
Vice President, Finance,
Chief Financial Officer and Treasurer

Fred C. Goad, Jr.™
Member, Voyent Partners, LL.C.

Jay B. Johnston 3
Chairman of the Board,
QuesTek Innovations, LLC

Jim D. Kever ™
Member, Voyent Partners, L.L.C.

Kevin M. McNamoara |2

Executive Vice President,

Chief Financial Officer and Treasurer
HealthSpring, Inc.

J. Stark Thompson 4

Non-Executive

Chairman of the Board,
Gene logic, Inc.

Retired President & Chief Executive Officer,
Life Technologies, Inc.

Gregory J. Gosch
Vice President,
Luminex Bioscience Group

David 5. Reiter
Vice President,
General Counsel and Corporate Secretary

Gerard Vaillant 241
Retired Componﬂ Group Chairman,
Johnson & Johnson

' Member of the Executive Committee
® Member of the Audit Committee
@ Member of the Compensation Committee

% Member of the Nominating and Corporate
Govarnance Commitiee

Performance Graph

Comparison of 5 Year Cumulative Total Return*
Among Luminex Corporation, Nasdogq Composite Index, Russell 3000 Index, and Nasdaq Biotechnology Index.
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Safe Harbor Cautionary Statement

This annual report on Form 10-K contains statements that are forward-looking statements as defined within the
meaning of Section 21 E of the Securities Exchange Act of 1934, as amended, and Section 27A of the Securities Act
of 1933, as amended. Forward-looking statements give our current expectations of forecasts of future events. All
statements other than statements of current or historical fact contained in this annual report, including statements
regarding our future financial position, business strategy, budgets, projected costs, and plans and objectives of
management for future operations, are forward-looking statements. The words “anticipate,” “believe,” “continue,”
“estimate,” “expect,” “intend,” “may,” “plan,” “projects,” “will,” and similar expressions, as they relate to us, are
intended to identify forward-looking statements, These statements are based on our current plans and actual future
activities, and our results of operations may be materially different from those set forth in the forward-looking
statements as a result of known or unknown risks and uncertainties, including, among other things:

(LYY M EIIRTY

« risks and uncertainties relating to market demand and acceptance of our products and technology,

¢ dependence on strategic partners for development, commercialization and distribution of products,

e concentration of the Company’s revenue in a limited number of strategic partners,

e fluctuations in quarterly results due to a lengthy and unpredictable sales cycle and bulk purchases of
consumables,

* our ability to scale manufacturing operations and manage operating expenses, gross margins and inventory
levels,
potential shortages of components,

e competition,
the timing of regulatory approvals,

e  the implementation, including any modification, of the Company’s strategic operating plans, and

» risks and uncertainties associated with implementing our acquisition strategy and the ability to integrate
acquired companies, including Tm Bioscience, or selected assets into our consolidated business operations,
including the ability to recognize the benefits of our acquisitions.

Any or atl of our forward-looking statements in this annual report may turn out to be inaccurate. We have based
these forward-looking statements largely on our current expectations and projections about future evenis and
financial trends that we believe may affect cur financial condition, results of operations, business strategy and
financial needs. They can be affected by inaccurate assumptions we might make or by known or unknown risks,
uncertainties and assumptions, including the risks, uncertainties and assumptions outlined above and described in
Item 1A. “Risk Factors” below.

In light of these risks, uncertainties and assumptions, the forward-looking events and circumstances discussed in
this annual report may not occur and actual results could differ materially from those anticipated or implied in the
forward-looking staternents. When you consider these forward-looking statements, you should keep in mind these
risk factors and other cautionary statements in this annual report, including in [tem 7 “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” and in Item 1A, “Risk Factors.”

Our forward-looking statements speak only as of the date made. We undertake no obligation to publicly update
or revise forward-looking statements, whether as a result of new information, future events or otherwise. All
subsequent written and orat forward-looking statements attributable to us or persons acting on our behaif are
expressly qualified in their entirety by the cautionary statements contained in this annual report.

Unless the context requires otherwise, references in this Annual Report on Form 10-K 'to “Luminex,” the
“Company,” “we,” “us” and “our” refer to Luminex Corporation and its subsidiaries.

Luminex® and xMAP® are trademarks of Luminex Corporation. This report also refers to trademarks, service
marks and trade names of other organizations.




PART 1
ITEM I._ BUSINESS
Overview

Luminex Corporation develops, manufactures and sells proprietary biological testing technologies and products with
applications throughout the life sciences industry. The life sciences industry depends on a broad range of tests, called
bioassays, to perform diagnostic tests, discover and develop new drugs and identify genes. Our xMAP® technology, an
open architecture, multiplexing technology, allows simultaneous analysis of up to 100 bioassays from a small sample
volume, typically a single drop of fluid, by reading biological tests on the surface of microscopic polystyrene beads
called microspheres. xMAP technology combines this miniaturized liquid array bioassay capability with small lasers,
digital signal processors and proprietary software to create a system offering advantages in speed, precision, flexibility
and cost. Our xMAP technology is currently being used within various segments of the life sciences industry which
includes the fields of drug discovery and development, clinical diagnostics, genetic analysis, bio-defense, protein
analysis and biomedical research. Our products are described below under “Products.”

Luminex has established a position in the fife sciences industry by developing and delivering products that meet
customer and partner needs in specific markel segments. These needs are addressed by our proprietary technology,
xMAP Technology, which atlows the end-user in a laboratory to perform biological testing in a multiplexed format.
Multiplexing allows for many different laboratory resulis to be generated from one sample at one time. This is important
because our end-user customers and partners, which include laboratory professionals performing research, clinical
laboratories performing tests on patients as ordered by a physician and other laboratoriés, have a fundamental need to
perfornt high quality testing as efficiently as possible. Until the availability of multiplexing technology such as xMAP,
the laboratory professional had to perform one test on one.sample in a sequential manner, and if additional testing was
required on that sample, a second procedure would be performed to generate the second result, and so on until all the
nceessary tests were performed. By using xMAP technology, these end-users have the opportunity to become more
efficient by generating multiple simultaneous results per sample. Using the products Luminex has available today, up to
100 simultaneous analyte results can be generated from a single sample. With products we are currently developing, the
capacity of potential simultaneous analytes may increase significantly, and provide the Company with the ability to
address unmet customer and partner needs in existing and new market segments.

Luminex has adopted a business model built around strategic partnerships. Information about our strategy is
described under “Business Strategy.” The Company has licensed our xMAP technology to other companies, who then
develop products that incorporate the xMAP technology into products that they sell to the end-user. Luminex develops
and manufactures the proprietary xXMAP laboratory instrumentation and the proprietary xXMAP microspheres and sells
these products to our partners. Our partners sell xXMAP instrumentation, xMAP-based reagent consumable products or
xMAP-based testing services, which run on the xMAP instrumentation, to the end-user customer, typically a testing
laboratory., When our partners sell an xXMAP-based consumable product or xMAP based testing service to their customer,
Luminex obtains a royalty on the sales from the partner. The Company was founded on this model, and our success to
date has been due to this model. As of the December 31, 2007, Luminex had approximately 58 strategic partners, 30 of
which have rcleased commercialized reagent-based products utilizing our technology, and these partners have sold and
placed 4,979 xMAP-based instruments in laboratories worldwide.

A fundamental componeni of the Company’s strategy over the past two years has been to augment the partnership
model with a distribution model, designed to take advantage of our increasing installed base of xMAP-based
instrumentation. The Company established the Luminex Bioscience Group, which we refer to as LBG, in 2005, with the
charter of developing products that would be complementary to our partners’ products, that we would take responsibility
for manufacturing on their behalf and that our partners would then sell to the end-user, thereby leveraging both our
existing distribution channels and our existing installed base of instrumentation. LBG introduced their first two products
in late 2006, on schedule, and launched several assay products in 2007.




On March 1, 2007, we completed our acquisition of Tm Bioscience, now a wholly-owned subsidiary of the
Company and known as Luminex Molecular Diagnostics, of Toronto, Canada. Tm Bioscience was a molecular
diagnostics company. Tm Bioscience had focused its resources on building a commercialization engine for the design,
development, manufacture, marketing and selling of genetic tests, also referred to as “DNA-based tests.” “nucleic acid
tests” or “molecular diagnostics.” Since 2006, Tm Bioscience had focused on leveraging this engine in order to become
a market leader in at least one of the three segments of the genetic testing market for which it was developing products:
human genetics, personalized medicine and. infectious disease. Tm Bioscience was an innovator in the molecular
diagnostics market. Tm Bioscience had established a solid position in the marketplace with their product development
and FDA-compliant manufacturing capabilities. We completed the full integration of Tm Bioscience during 2007, and
we believe the combined Company is in a position to take advantage of the complementary, strengths of both companies
in molecular diagnostics.

Luminex was incorporated under the laws of the State of Texas in May 1995 and began commercial production of
our Luminex 100 System in 1999. We were reincorporated in the Siate of Delaware in July 2000, Our shares of common
stock are traded on the Nasdag Global Market under the symbol “LMNX.” Our principal executive offices are located at
12212 Technology Blvd., Austin, Texas 78727, and our telephone number is (512) 219-8020. Our website address is
www, luminexcorp.com. Our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form
8-K, and amendments to these reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange
Act of 1934, are available free of charge through our website as soon as reasonably practicable after such material is
electronicatly filed with, or furnished to, the Securities and Exchange Commission, or the SEC. Information contained
on our website is not incorporated by reference into this report and such information should not be considered to be part
of this report except as expressly incorporated herein. The public may read and copy these materials at the SEC’s public
reference room at 100 F Street, N.E., Washington, D.C. 20949 or on the SEC’s website at hitp://www sec.goy.
Questions regarding the public reference room may be directed to the SEC at 1-800-732-0330.

Industry Background

The life sciences indusiry uses bioassays to detect the presence and characteristics of certain biochemicals, proteins
or nucteic acids in a sample. Drug discovery, genetic analysis, pharmacogenomics, clinical diagnostics and general
biomedical research all use bioassays. For example, bioassays can be used to:

- measure the atiraction, or affinity, between a chemical compound and a disease target for drug discovery and
development;

- assist physicians in prescribing the appropriate tailored drug therapy based on the patient’s unique genetic makeup, a
process known as pharmacogenetics;

- detect genetic variations, such as single nucleotide polymorphisms; and

- measure the presence and quantity of biochemicals in a patient’s blood, other body fluid or tissue to assist physicians
in diagnosing, treating or monitoring disease conditions.

The life sciences customer can purchase bioassays in the form of complete off-the-shelf kits, develop them internally or
utilize a customized service to meet their specific needs. Although it is important to note that our XMAP technology is
relevant to only a subset of the total life sciences market, industry reports estimated the total global market for tools and
consumables used in drug discovery and development, clinical diagnostics and biomedical research to have been
approximately $47 billion in 2006 and is expected to grow at an annual rate of approximately 6%.

Based on estimates contained in strategic studies performed in 2003 and updated in 2005, the key segments on which
we are currently focused represent a potential market of approximately $3.6 billion in end-user sales with an anticipated
annual growth rate of approximately 15%.




KEY TECHNQLOGIES

BioChips/Microarrays..................

Automaled Iinmunoassays...........
Gels and blots......cccovevverrnreinnnes

Real-time PCR ..o

Microfluidics chips ...t

Microtiter-plate based assays.......

Genotyping technologies .............

DESCRIPTION

High-density arrays of DNA fragments or
proteins attached to a flat glass or silicon
surface

Automated test tube-based instruments used for
detecting antibodies, proteins and other analytes

Physical separation of molecules or analytes for
visualization

Quantitative tests which monitor the progress
of polymerase chain reaction (PCR) during the
amplification reaction instead of post-reaction

Miniaturized liquid handling system on
a chip

Plastic trays with discrete wells in which
different types of assays are fixed

DNA primers or probes designed to identify
small differences between DNA targets using
methods such as ligation assays, cleavage

The table below briefly describes the key bioassay technologies in the life sciences industry:

MARKETS SERVED

Biomedical research and
select clinical diagnostics

Clinical diagnostics

Clinical diagnostics and
biomedical research

Nucleic actd testing in
clinical diagnostics and
biomedical research

Biomedical research

Drug discovery, clinical
diagnostics and biomedical
research

Drug discovery, clinical
diagnostics and biomedical
research

assays hybridization assays

Our xMAP Technology

Our xMAP technology combines existing biological testing techniques with advanced digital signal processing and
proprietary software. With our technology, discrete bicassays are performed on the surface of color-coded microspheres.
These microspheres are read in a compact analyzer that utilizes lasers and high-speed digital signal processing to
simultaneously identify the bioassay and measure the individual assay results. The key features of xMAP technology
inctude the following:

- Multi-analyte/multi-format

xMAP technology has been designed to simultancously perform up to 100 distinct bioassays in a single tube or well
of 2 microtiter plate using only a small amount of sample. Moreover, unlike most existing technologies that are
dedicated to only one type of bioassay, xMAP can perform multiple types of assays including enzymatic, genetic
and immunologic tests on the same instrumentation platform. ‘

- Flexibility/scalability

xMAP technology allows flexibility in customizing test panels. Panels can be modified to include new bioassays in
the same tube by adding additional microsphere sets. It is also scalable, meaning that there is no change in the
manufacturing process and only minimal changes to the required labor to produce a small or large number of
microsphere-based tests.

- Throughput

Our technology is currently able to perform up to {00 tests in a single tube permitting up to 9,600 unattended tests to
be detected in less than an hour with only a small amount of sample. Rapid sample analysis permits efficient use for
high-throughput applications.




- Ease of use

Most xXMAP bioassays are simple to perform. A test sample is added to a solution containing microspheres that have
been coated with reagents. The solution is then processed through our xMAP technology system which incorporates
proprietary software to automate data acquisition and analysis in real-time.

- Cost effective

By performing multiple assays at one time, xXMAP technology is designed to be cost effective for customers
compared to competitive techniques such as enzyme-linked immunosorbent assay (ELISA) or Real-time PCR. By
analyzing only those assays in which a customer is interested, xMAP is also more cost effective than most
competing microarray technologies. In addition, microsphere-based biocassays are inexpensive compared to other
technologies such as biochips.

Polystyrene microspheres, approximately 5.6 microns in diameter, are a fundamental component of the xMAP
technology. We purchase and manufacture microspheres and, in a proprietary process, dye them with varying intensities
of a red and a near infrared dye to achieve up to 100 distinct colors. The specific dye proportions permit each color-
coded microsphere to be readily identified based on its distinctive fluorescent signature. Our customers create bioassays
by attaching different biochemical reactants to each distinctly colored microsphere set. The microsphere sets can then be
combined in test panels as required by the user, with a current maximum of 100 tests per panel. Customers can order
either standard microspheres or magnetic microspheres. '

To perform a bioassay using xMAP technology, a researcher attaches biochemicals, or reagents, to one or more sets
of color-coded microspheres, which are then mixed with a test sample. This mixture is injected into the xMAP analyzer,
where the microspheres pass single-file in a fluid stream through two laser beams. The first laser excites the internal dyes
that are used to identify the color of the microsphere and the test being performed on the surface of the microsphere. The
second laser excites a fluorescent dye captured on the surface of the microspheres that is used to quantify the result of the
bioassay taking place. Our proprietary optics, digital signal processors and software record the fluorescent signature of
each microsphere and compare the results to the known identity of that color-coded microsphere set. The results are
analyzed and displayed in real-time with data stored on the computer database for reference, evaluation and analysis.

xTAG technology developed by Luminex Molecular Diagnostics (“LMD”} consists of several components including
multiplexed PCR or target identification primers, DNA Tags, xMAP microspheres, and data analysis software. xTAG
technology permits the development of molecular diagnostic assays for clinical use by hospital and reference
laboratories. xTAG technology has been applied, in particular, to human genetic assays, pharmacogenetic assays, and
- infectious disease assays.

Business Strategy

Our primary goal continues to be the establishment of Luminex as an industry leader and xMAP technology as the
industry standard for performing bioassays by transforming Luminex from a technology-based company to a more
market-driven, customer-focused company. To achieve this goal, we have implemented and are pursuing the foliowing
strategies: .

- Focus on key market segments

The key market segments identified as a result of our strategic studies have been (i) profile oriented screening and
secondary screening, (i) RNA profiling and transcriptional screening, (iii) genetic disease and molecular infectious
disease testing, and (iv) immunodiagnostics. In addition to the segments listed above, we have identified two
potential market opportunities in the fields of bio-defense, or bio-threat testing, and food safety and animal health
testing. We have dedicated our primary efforts towards these markets and will continue to employ a partnership
driven business model focused on these key segments and selectively pursue potentially profitable opportunities in
other segments.




We will continue to focus our commercialization efforts through strategic partners on large sectors of the life
sciences industry where Luminex believes it has distinct competitive advantages over existing and emerging
technologies and approaches. We define strategic partners as companies in the life sciences industry that either-
develop and distribute assays and tests on xMAP technology or may only distribute our xMAP technology based
systems and consumables. With our partners’ support, we have targeted major pharmaceutical companies, large
clinical laboratories, research institutions and major medical institutions for our principal marketing efforts, We
believe these customers provide the greatest opportunity for maximizing the use of xXMAP based products and
continued adoption by these industry leaders will promote wider market acceptance of our xMAP technology.

- Continue o develop strategic partnerships focused on our key market segments

Currently, 30 of our approximately 58 strategic partners have released commercialized reagent-based products
utilizing the Luminex platform and are submitting royalties. We also have strategic partners who distribute Luminex
products. The 30 strategic partners who have commercialized reagent-based products accounted for approximately
64% of our total revenue in 2007 and all of our strategic pariners represented approximately 81% of our total
revenue. We intend to broaden and accelerate market acceptance of xMAP technelogy through development,
marketing and distribution partnerships with leaders in the life sciences industry that we believe can either convert
core product lines to our technology or develop new applications on the Luminex platform within their key market
segments. By leveraging our strategic partners’ market positions and utilizing their distribution channels and
marketing infrastructure, we believe we can continue to expand our installed instrument base. We also intend to
penctrate other key segments by developing and delivering assay kits.

- Develop next generation products

Our research and development group is pursuing projects such as the development of consumables, automation,
software and the expansion and enhancement of our multiplexing capabilities to advance our xMAP technology and
its market acceptance. We are also collaborating with industry participants, biomedical research institutions and
government entities to develop additional xMAP products. We intend to launch our new instrument, FlexMAP 3D,
in the second half of 2008, to complement our current instrument offerings.

- Develop and deliver market-leading assay products

We are focused on maximizing the value we provide our shareholders, partners and end-user customers by
developing internally and co-developing with partners content applications based on customers, needs in key market
segments. We believe that by enhancing our partner driven model with the delivery of value-added assay content,
Luminex should be able to gain greater control over product devetopment, market penetration and commercialization.
Luminex Molecular Diagnostics will focus on achieving these goals in the DNA testing diagnostics market. The
LBG will develop assays in specialty markets in which our partners are not active. This approach resulted in the
commercial launch of several assay products in 2007.

- Opportunistically pursue acquisitions that could accelerate these strategies

We have developed analysis tools and an evaluation template to assess potential acquisition targets to accelerate our
business strategies. This approach led to the acquisition of Tm Bioscience in 2007. We are actively evaluating other
opportunities to enhance our capabilities or our access to markets or technologies, or provide us other advantages in
executing our business strategies in our key markets.

Products

Technology Segment
Instruments

Luminex® 100™ and Luminex® 200™, The Luminex 100 and 200 are compacl analyzers that integrate fluidics,
optics and digital signal processing to perform up to 100 bicassays simultaneously in a single tube or well of a microtiter
plate using only a small amount of sample. By combining small diode lasers with digital signal processors and
microcontrollers, these systems perform rapid, multi-analyte profiles under the control of a Windows®-based personal
computer and our proprietary sofiware. The Luminex 200 is Luminex’s newest instrument and offers enhanced ease-of-
use and serviceabtlity.




We also offer two peripheral components for the Luminex systems - the Luminex® XYP™ (XY Platform) and the
Luminex® SD™ (Luminex Sheath Delivery System). The XY Platform complements the Luminex systems by
automating the sequential positioning of each well of a microtiter plate, permitting up to 9,600 unattended tests per plate
to be performed in less than an hour. The Luminex SD is a pressurized, external pump delivery system that enhances the
delivery of sheath fluid to the Luminex systems by pumping sheath fluid from an external bulk reservoir, enabling the
Luminex systems to operate for up to 24 hours without switching to a new reservoir of sheath fluid.

Luminex HTS™ (High-Throughput System). The customized, high-throughput version of our xMAP analyzer, the
Luminex HTS, is interfaced with an automated liquid handler which allows for walk-away capability. The Luminex HTS
utilizes a high pressure flow system, which produces a flow rate approximately ten times greater than the flow rate of the
Luminex 100 or 200. The Luminex HTS can also be connected to robotic systems that deliver both 96 and 384 well
plates allowing integration into automated test centers. The Luminex HTS was market released in the second half of
2003. Because of the customized nature of the Luminex HTS, it is built to order.

Total instrument revenue for 2007, 2006, and 2005 was $24.4 million, $20.6 million and $18.8 million, respectively;
or 33%, 39% and 44% of total revenue, respectively.

Consumables

Microspheres. Our xMAP Systems use polystyrene microspheres that are approximately 5.6 microns in diameter.
We dye the microspheres in sets with varying intensities of a red and a near infrared dye to achieve up to 100 distinct
color sets. Each microsphere can carry the reagents of an enzymatic, genetic or immunologic bicassay. In addition to
microspheres, consumables from Luminex also include sheath fluid. Additional consumables, for which Luminex
receives a royalty, in the form of reagent kits are developed and distributed by our partners.

MagPlex™ Microspheres. These microspheres feature super-paramagnetic properties that make them ideal for
running automated xMAP-based assays. These microspheres can be moved or held in place by a magnetic field. Many
automated sample preparation systems utilize magnetic properties to automate the sample preparation steps in an assay.
Automating sample testing using MagPlex microspheres on a robotic sample preparation system minimizes hands-on
technician time, improves precision, and streamlines workflow.

xTAG™ Microspheres. These microspheres are linked to a set of 100 proprietary nucleic acid capture sequences
providing a “universal array” for DNA and RNA work, They are designed for conducting genotyping and other nucleic
acid-based experiments in the life sciences markets. When used in conjunction with our Luminex systems, the xXTAG
microspheres are designed to simplify the genotyping assay development process and increase assay ﬂexibility The
xTAG microspheres may be used in customized end-user identified single nucleotide polymorphisms {(SNPs) or in pre-
defined kits developed by our strategic partners. ‘

SeroMAP™ Microspheres. Microspheres designed for specific protein based serological applications. Certain
Luminex partners use this product for enriched sensitivity in serum-based assays.

Calibration and Control Microspheres. Calibration microspheres are microspheres of known fluorescent light
intensities used to calibrate the settings for the classification and reporter channel for the Luminex systems. Control
microspheres are microspheres that are used to verify the calibration and optical integrity for both the classification and
reporter channels for the Luminex 100 and 200 systems.

Total consumable revenue for the years ended December 31, 2007, 2006, and 2005 was $19.2 million, $15.7 million
and $13.1 million, respectively; or 26%, 30% and 31% of total revenue, respectively. The decrease in consumables as a
percentage of total revenue is primarily attributable to the addition of $11.3 million of assay revenue to total revenues
through the acquisition of LMD. Additionally, our partners reported approximately $182 million, $132 million and $86
million of royalty bearing consumable sales during 2007, 2006 and 2005, respectively; resulting in $10.2 million, $8.2
million and $5.3 million of royalty revenue for the years ended December 31, 2007, 2006 and 20035, respectively.




Software

LXR. For partners interested in developing custom software applications based on XMAP technology, we offer the
LXR Software Developer's Kit (SDK). This SDK provides a software interface for reading xMAP based assays on
Luminex hardware, and allows a software developer to easily build a custom application to control Luminex hardware by
providing an applications programming interface to the Luminex system as well as a standard set of user interface
components and applications. Sales of this product during 2007 did not represent a material component of our revenue.

xPONENT®, This software enhances both ease-of-use and automation capabilities expanding xMAP functionality
in the Contpany's core market segments. Customer-centric development and extensive ficld testing with customers has
resulted in a user experience which is a significant step forward in the market place. The software suite incorporates over
300 new features all designed to simplify laboratory workflow and increase productivity. New features include enhanced
security (21 CFR Part 11 compliance and electronic signatures), integration capabilities that allow users to transmit and
receive data from Laboratory Information Systems (LIS/LIMS), integration with the most popular automated sample
preparalion systems, the ability to run magnetic bead applications and touch-screen capability. xPONENT® will be sold
on new Luminex systems and will be available as an upgrade to the existing Luminex 100 and 200 systems in the
markeiplace. Sales of this product during 2007 did not represent a material component of our revenue.

Assay Segment
Kits

A kit is a combination of chemical and biological reagents and our proprietary bead technology used to perform
diagnostic and research assays on samples. Currently the following kits are available:

FlexmiR™ MicroRNA Labeling Kit. This Research Use Only (RUO) kit provides reagents necessary for biotin-
labeling up to 50 total RNA samples for use with the FlexmiR microRNA (miRNA) panels and the FlexmiR Select
assay.

FlexmiR™ MicroRNA Human Panel. This RUO kit measures the expression of the miRBase Sequence database
Version 8.0 human miRNA sequences for 20 biotin-labeled total RNA samples.

FlexmiR™ MicroRNA Mouse/Rat Extension Panel. This RUO kit is used in combination with the FlexmiR
MictoRNA Human Panel to measure the expression of the miRBase Sequence database Version 8.0 mouse and rat
miRNA sequences for 20 biotin-labeled total RNA samples.

FlexmiR™ Select. This RUQ assay allows a customer to custom configure multiplex miRNA panels based on the
miRNA, targets the customer chooses to test. Available targets include all targets available in the FlexmiR MicroRNA
Human Panel. The customer may choose up to 50 unique miRNA targets to include in the custom assay and is provided
with enough reagents to test 50 samples.

FlexmiR™ Reagent Pak. This RUO kit compliments the FlexmiR Select product and provides all necessary buffers
and reagents 1o complete the FlexmiR Select assay.

FlexmiR'™ MicroRNA Control Set. This RUQ kit may be used in conjunction with the FlexmiR microRNA
Labeling Kit, FlexmiR microRNA Human Panel, FlexmiR Mouse/Rat Exiension Panel and FlexmiR Select to verify the
integrity of the assay. ’

Pneumococcal Assay. This FDA-cleared and CE marked IVD kit has been designed to multiplex the fourteen
commonly requested serotypes in a single reaction vessel,

xTAG™ Respiratory Viral Panel. This FDA-cleared and CE marked IVD kit simultaneously detects and identifies
12 diffizrent respiratory viruses and subtypes and 20 different respiratory viruses and subtypes, in the U.S. and Europe,
respectively in a single test. The product assists the physician in identifying the causative agent for respiratory
infections, a major cause of illness and mortality globally.

xTAG™ Ashkenazi Jewish Panel. This iInvestigational Use Only (IUO) kit simultaneously screens for 31
mutations/polymorphisms in 8 genes responsible for conditions that are predominantly found in persons of Ashkenazi



ancestry, [ncreased risk for Tay-Sachs disease is also found in the Pennsylvania Dutch, Southern Louisiana Cajuns, Irish
Americans and French Canadians from eastern Quebec. The American College of Obstetricians and Gynecologists
(ACOG) recommends screening for, at a minimum, Tay-Sachs disease, Canavan disease, and familial dysautonomia in
patients of European-Jewish ancestry.

xTAG™ (Cystic Fibrosis Kit. This kit is the first FDA cleared VD for cystic fibrosis genotyping. Current
recommendations by the American College of Medical Genetics (ACMG) and the ACOG, include screening for 23
mutations in the cystic fibrosis transmembrane conductance regulator (CFTR) gene. The kit screens for these mutations
in addition to 16 mutations commonly found in the ethnically diverse North American population.

xTAG™ CFTR 70+6 Mutation Detection Kit. This IUO kit simultaneously screens for 70 mutations and 6 variants

(polymorphisms) in the CFTR gene. Included in the panel are the gene mutations recommended by the ACMG and the
ACOG in 2004.

xTAG™ Mutation Detection Products for Coagulation. This IUO kit is for detecting mutations potentially
associated with increased risk of Venous Thromboembolism.

xTAG™ Mutation Detection Kit for P450-2C19. This TUO kit provides simultaneous detection of seven smali
nucleotide vartants found in the P450-2C19 gene, which can affect the metabolism of a number of currently marketed
drugs.

xTAG™ Mutation Detection Kit for P450-2C9. This 1UO kit provides simultaneous detection of five sniall
nucleotide variants found in the P450-2C9 gene, which can affect the metabolism of a number of currently marketed

_drugs.

XxTAG™ Mutation Detection Kit for P450-2D6. This IUQO kit provides simuitaneous detection of 12 small
nucleotide variants and two gene rearrangements found in the P450-2D6 gene, which can affect the metabolism of a
number of currently marketed drugs.

xTAG™ Mutation Detection Kit for P450-2C% and VKORCI. This IUQ kit is designed to detect a number of
polymorphisms or mutations which can affect the rate at which the anticoagulant warfarin is metabolized.

Total assay revenue for the years ended December 31, 2007, 2006, and 2005 was $11.3 million, $19,000 and 30,
respectively; or 15%, 0% and 0% of total revenue, respectively. The increase in assay revenue as a percentage of total
revenue is primarily attributable to the acquisition of LMD.

Sales and Marketing

Our sales and marketing strategy is to expand the installed base and utilization of xMAP technology. We are focused
on generating recurring revenues from royalties on bioassay kits and testing services developed or performed by others
that use our technology, as well as the sale of Luminex-developed assays, microspheres and other consumables. We have
two key elements of our sales and marketing strategy. The first is our allegiance to Luminex’s historic strategic partner
program with life sciences companies that develop applications or perform testing using our technology platforms and
distribute our systems to their customers. The second is our dedication to marketing the assays developed by Luminex
Molecular Diagnostics and the Luminex Biosciences Group through our strategic partners or directly to end users in
segments where our partners do not participate.




We continue to use strategic partners as our primary distribution channel, and we will continue to pursue new
partnerships focusing on partners with market presence in our key segments described above. Some of our strategic
partners develop application-specific bioassay kits for use on our XMAP platform that they, in turn, sell to their customers
thereby generating royalties for us. Certain strategic partners also perform testing services for third parties using our
technology also resulting in royalties for us, Other strategic partners also buy our products, including xMAP Luminex
systems and consumables, or XTAG test kits, and then resell those products to their customers. As of December 31, 2007,
we had approximately 58 strategic partnets, compared to approximately 50 strategic partners as of December 31, 2006.
During 2007, 30 of these strategic partners had released commercialized products utilizing the Luminex platform and were
submitting royalties, Of these 30 strategic partners with commercialized products, 13 companies principally serve the
clinical diagnostics market and 17 companies principally serve the life science rescarch market. These commercialized,
royalty-submitting, strategic partners constituted 64% of the Company’s revenues for 2007. We also believe our strategic
partners provide us with complementary capabilities in product development, regulatory expertise and sales and marketing.
By leveraging our strategic partners’ bioassay testing competencies, customer relationships and distribution channels, we
believe that we can continue to achieve market penetration and technology adoption without a direct sales force.

We also serve as the original equipment manufacturer (OEM) for certain strategic partners that choose to sell our xMAP
technology as an embedded system under their own branding and marketing efforts.

Customers

In 2007, two customers each accounted for more than 10% of our total revenues. Bio-Rad Laboratories, Inc. accounted
for 20%, 19% and 23% of our total revenues in 2007, 2006 and 2005, respectively. One Lambda, Inc. accounted for 15%,
15% and 16% of our total revenues in 2007, 2006 and 2005, respectively. No other customer accounted for more than 10%
of our total revenues in 2007, 2006 or 2005. The lass of either one of these customers could have a material adverse effect
on our business, financial condition and results of operation. Additionally, for the annual periods ended December 31,
2007, 2006, and 2005, foreign sales to customers totaled $11.4 million, $12.2 million and $9.5 million, respectively,
representing 15%, 23% and 22%, respectively, of our total revenues for such periods. See Note 17 to our Consolidated
Financial Statements.

Technical Operations

Our Technical Operations Group provides technical support to our customers, our strategic partners and their customners.
Most of the Company’s technical operations personnel have experience as biologists, biochemists, or electrical engineers
and have extensive experience in academic, industrial and commercial settings. Cross training is a major focus, empowering
group members to solve problems outside their primary assignment.

Remoie Support

Our technical support and assay support departments assist users primarily through a toll-free hotline, internet interface
and e-mail communications. We deliver “24/7” remote technical support with our staff based at our Austin location, our
Toronto location, and in our European subsidiary to better serve our customer base. Personnel assist our strategic partners
and customers with product orders, software, hardware, system implementation and development of their bioassays. A
comprehensive software and database system is utilized to track customer interactions, follow trends and measure
utilization. The information is categorized and presented to management for regular review.

Training

Through our training group, we offer comprehensive programs in basic system training, advanced assay development,
instrument field service and technical support functions. A significant part of our training material is now web-based and
available online. For larger customers who have many users, such as our strategic partners, training may be performed on-
site at their locations.

Field Support

We currently have field service and field application personnel based across North America and in Europe in areas of
our more significant system concentration. We intend to place additional field service personnel and pursue third-party
service provider agreements through our certified service professional program, as required, in order to ensure responsive
and cost-effective support of our customers worldwide. In addition, several of our strategic partners provide their own field
service and field application support. As we continue to expand our installed base, we believe a strong, reliable, efficient
field support organization is crucial to building a high level of customer satisfaction. '




Research and Development

Qur research and development groups seek to advance the capabilities of xXMAP technology to further penetrate the
life sciences and diagnostics industry to increase utilization of our systems. In addition, we collaborate with other
companies, academic institutions and our customers to increase the breadth of xMAP applications. Our current research
and development projects inciude:

- Consumable development

We continue to develop and enhance our existing consumable product line and support introduction of new product
lines. These new products include calibrators, controls and microspheres with additional performance characteristics.

- Automation

We collaborate with our strategic partners and others to provide automation solutions that will integrate our various
XMAP instruments with sample handling equipment and laboratory information systems to increase bioassay
throughput and operational efficiencies and allow for walk-away capability.

- Software

We are maintaining and extending our system platform through our SDK as well as providing new end-
user applications. Our SDK provides a straightforward platform for our strategic partners and their customers to
rapidly develop their own user interface software packages. In addition, our end-user applications will allow us
to provide turn key solutions to partners.

- Technical Applications

In order to allow customers to expedite the production of bioassays for use on our systems, we have a technical
applications group, based in Austin, Texas, that includes highly experienced biological scientists. This group works
closely with our customers in their development of bioassays with the ultimate goal of faster technology adoption and
commercialization.

- Expanding our multiple testing capabilities

Qur current bead utilizes three common chemistries for the immobilization of assays on its surface. While these
chemistries are well accepted in the industry, it is desirable to expand our bead chemistry capability to enhance
market penetration and adoption. We continue to work on other surface chemistries to provide optimal performance
in broader application areas.

- Enbancing bioassay performance and operational efficiencies

Our scientists and engineers dedicate efforts to further enhance xMAP in the areas of assay performance, such as
sensitivity, preciston, reliability and operational efficiencies. We are actively collecting market and customer
requirements that will allow us to provide optimal features and benefits in current and future products.

- New product development

Our research and development teams, including LBG and LMD, and marketing team are working closely with both
internal and external groups to design and develop products that will expand capabilities of the xMAP-based
technologies. We believe that these efforts will continue to result in unique products. These unique products may
include instrumentation, services, software and consumables including assays,




Manufacturing

The Company has approximately 29,000 square feet of manufacturing space located at the Company’s principal
executive offices in Austin, Texas. In 2002, we completed the registration of our Quality Management System (QMS) to
the I1SG 9001:2000 standard, which is an internationally recognized standard for quality management systems,
Subsequent audits by the registrar have been and will continue to be carried out at regular intervals to ensure we are
maintaining our system in compliance with ISO standards, Recertification is required every three years and we were
successfully recertified as of April 1, 2005.

In July 2005, we completed the registration of our QMS to the 1SO 134852003 Quality Management Standard and
the Canadian Medical Devices Conformity System (CMDCAS) for Medical Devices. This standard includes a special
set of requirements specifically related to the supply of medical devices and related services. Additionally, we
manuiacture to current Good Manufacturing Practice (cGMP) requirements and our QMS is implemented in accordance
with FDA Quality System Regulations. In August 2006, a Level Il Quality System Inspection Technique (QSIT)
contract inspection was conducted. The inspection is “closed” under 21 C.F.R. 20.64 (d) (3) and the Establishment
Inspection Report No. 3002524000 provided in accordance with the Freedom of [nformation Act (FOIA) and 21 C.F.R.
Part 20. No DSHS form E-14 or FDA form 483 was issued.

Effective with our acquisition of Tm Bioscience, we have approximately 3,800 square feet of manufacturing space
located in Toronto, Canada. This facility and the LMD QMS have been registered to the 1SO 13485:2003 Quality
Management Standard and the Canadian Medical Devices Conformity System (CMDCAS) for Medical Devices.
Additionally, we manufacture to current ¢cGMP requirements and our QMS is implemented in accordance with FDA
Quality System Regulations. '

Instruments

Contract manufacturers assemble certain components of our xMAP technology systems. The remaining assembly and
manufacturing of our systems are performed at our facility in Austin, Texas. The quality control and quality assurance
protocnls are all performed at our facility. Parts and component assemblies that comprise our xMAP technology system
are obtained from a number of sources. We have identified alternate sources of supply for several of our strategic parts
and component assemblies. Additionally, we have entered into supply agreements with most of our suppliers of strategic
parts and component subassemblies to help ensure component availability, and flexible purchasing terms with respect to
the purchase of such components. As of December 31, 2007, 4,979 Luminex systems have been sold since inception.

Microspheres

We manufacture as well as procure undyed, standard and magnetic carboxylated polystyrene microspheres. We
synthesize our dyes and manufacture our dyed polystyrene microspheres using a proprietary method in our Austin, Texas
manufacturing facility in large iots. We dye the microspheres with varying intensities of a red and a near infrared dye to
produce our distinctly colored microsphere sets. We currently purchase polystyrene microspheres from one supplier, in
accordance with a supply agreement. We believe this agreement will help ensure microsphere availability and flexible
purchasing terms with respect to the purchase of such microspheres. While we believe the microspheres will continue to
be available from our supplier in quantities sufficient to meet our production needs, we believe our in-house
manuiacturing capabilities along with other potential suppliers would provide sufficient microspheres for us if given
adequate lead-time to manufacture the microspheres to our specifications.

Kits

Contract manufacturers produce certain components of our xMAP-based developed reagents. The remaining
assembly and manufacturing of our developed kits are performed at either our facility in Austin, Texas or Toronto,
Canada. The quality control and quality assurance protocols are all performed at our facilities. Reagents and component
assemblies that comprise our xMAP technology kits are obtained from a number of sources. While we currently believe
that we will be able to satisfy our forecasted demiand for our kits, the failure to find alternative suppliers in the event of a
supply failure at any of our current vendors at reasonably comparable prices could have a material adverse effect on our
business, financial condition and results of operations. Additionally, we have entered into supply agreements with most
of our suppliers of strategic reagents and component subassemblies to help ensure component availability, and flexible
purchasing terms with respect to the purchase of such components.




Competition

We design our xMAP technology for use by customers across the various segments of the life sciences industry. Our
competition includes.companies marketing conventional testing products based on established technologies such as
ELISA, real-time PCR, mass spectrometry, sequencing, gels, biochips and flow-based technologies as well as companies
developing their own advanced testing technologies.

The pharmaceutical industry is a large market for the genomic, protein and high-throughput screening applications of
the xMAP technology. In each application area, Luminex faces a different set of competitors. Genomic and protein
testing can be performed by products available from Affymetrix Inc., Applied Biosystems, a division of Applera
Corporation, Becton Dickinson Company, 1llumina Inc., Meso Scale Discovery, a division of Meso Scale Diagnostics
LLC, and Sequenom, Inc., among others.

Our diagnostic market competitors include Abbott Laboratories, Beckman Coulter, Inc., Celera Group, Cepheid,
Johnson & Johnson, Roche Diagnostics, Siemens Medical, and Thirdwave Technologies, Inc., among others. Some of
these companies have technologies that can perform a variety of established assays. Some of these companies also offer
integrated systems and laboratory automation that are designed to meet the need for improved work efficiencies in the
clinical laboratory.

Competition within the academic biomedical research market is highly fragmented. There are hundreds of suppliers
to this market including Amersham Pharmacia Biotech, a part of GE Healthcare, Applied Biosystems, a division of
Applera Corporation, and Becton Dickinson Company. Any company in this field is a potential competitor.

Intellectual Property

To establish and protect our proprietary technologies and products, we rely on a combination of patent, copyright,
trademark and trade secrets laws and confidentiality agreements. We have filed for registration or obtained registration
for trademarks used with our products and key technology.

We have implemented a strategy designed to optimize our intellectual property rights. For core intellectual property,
we are pursuing patent coverage in the United States and those foreign countries that correspond to the majority of our
anticipated customer base. We currently own 63 issued patents in the United States and foreign jurisdictions, including
three in each of France, Germany, and the United Kingdom, two in each of Italy, Japan, and Singapore, and one in each
of Canada, Hong Kong, Korea, Israel and Australia, all directed to various aspects and applications of our products and
technology. In addition, our patent portfolio includes 177 other pending patent applications in the United States and their
corresponding international and foreign counterparts in major industrial markets, Our patents and pending claims
provide, or will provide, protection for systems and technologies that allow “real time” multiplexed analytical techniques
for the detection and quantification of many analytes from a single sample. We also hold a patent covering the precision-
dyeing process that we use to dye our microspheres. We have been granted a patent on our “Zero Dead Time™ sampling
architecture, which uses digital over-sampling to measure the area of a fluorescence puise instead of “peak detection,”
giving increased sensitivity with no lost events. Other issued patents and pending patent applications cover specific
aspects and applications of our XMAP technology and on-going molecular research. However, as a result of a procedural
omission, we are unable to pursue a patent application in Japan corresponding to our U.S. patent for real-time
multiplexing techniques. We also have patents covering key aspects of xTAG technology utilized in LMD’s assay
products.

The source code for our proprietary software is protected as a trade secret and/or as a copyrighted work. Aspects of
this software also are covered by an issued patent.




We also rely on trade secret protection of our intellectual property. We attempt to protect our trade secrets by
entering into confidentiality agreements with strategic partners, third parties, employees and consultants. Our employees
- and third-party consultanis also sign agreements requiring that they assign to us their interests in inventions and original
works of expression and any corresponding patents and copyrights arising from their work for us.

Government Regulation
Food and Drug Administration

The Food and Drug Administration regulates medical devices pursuant to various statutes, namely the Federal Food,
Drug and Cosmetic Act as amended and supplemented by the Medical Device Amendments of 1976, the Safe Medical
Devices Act of 1990, the Medical Device Amendments of 1992, the FDA Export Reform and Enhancement Act of 1996,
the FDA Modernization Act of 1997, the Public Health, Security and Bioterrorism Preparedness and Response Act of
2002, the Medical Device User Fee and Modemization Act of 2002, and the Project BioShield Act of 2004. Medical
devices, as defined by statute, include instruments, machines, in vitro reagents or other similar or related articles,
including any components, parts, or accessories of such articles that are intended for use in the diagnosis of disease or
other condition or in the cure, mitigation, treatment or prevention of disease; or are intended to affect the structure or
function of the body and do not achieve their intended purpose through chemical action or metabolization. The FDA
classifies medical devices intended for human use into three classes. For Class 1 devices, general controls (for example,
labeting and good manufacturing practices) provide reasonable assurance of safety and effectiveness. Class 1l devices are
products for which general controls do not provide reasonable assurance of safety and effectiveness and for which there
is sufficient information to establish special controls (for example, guidelines and patient registries). Class [11 devices are
products for which neither general nor special controls provide reasonable assurance of safety and effectiveness.
Generally, Class 111 includes devices that support or sustain human life, are for uses that are substantially important in
preventing impairment of human health, are used as a stand alone assay for patient screening or diagnosis of disease, or
present a potential, unreasonable risk of illness or injury.

We manufacture a version of the Luminex 100 and Luminex 200 - the Luminex 100 lntegrated System (IS) and the
Luminex 200 [ntegrated System (IS), respectively - for use with diagnostic assay kits that are available through our
strategic partners. For FDA purposes, the Luminex 100 IS and Luminex 200 IS are considered a component of our
partners’ kit products. Depending on the particular kit’s regulatory classification into Class I, Il, or 1II and its intended
use, kits manufactured by our strategic partners that are used in conjunction with our technology may be subject 10 FDA
clearance or approval before they can be marketed and sold. After incorporating the Luminex 100 [S or Luminex 200 1S
into their products, our strategic partners are required to make various premarket submissions such as premarket
approval applications, premarket notifications and/or investigational device exemption applications to the FDA for their
products and are required to comply with numerous requirements and restrictions prior to clearance or approval of the
applications. There can be no assurance that the FDA will file, clear or approve our strategic partners’ submissions,

We manufacture kit products that are intended for Research Use Only applications as well as kits that are of the
regulatory classification of Class 1l exempt in our Austin, Texas facility. Additionally, LMD manufactures kit products
that are [VD cleared as well as intended for Research Use Only and Investigational Use Only applications.

In 2000, we submitted a device master file (DMF) with information about the Luminex 100 IS to the FDA. The DMF
was updated in 2005 to include the Luminex 200 1S. Qur strategic pariners can reference the DMF in their premarket
submissions. In 2001, the FDA reviewed our DMF while reviewing one of our strategic partner’s submissions, and asked
questions of the Company about the content of the DMF. It is possible that the FDA may ask questions about our DMF
each time one of our strategic partners submits an application to the FDA referencing our DMF. Although we intend to
respond to the FDA’s questions in a timely fashion, there can be no assurance that our responses will be acceptable to the
FDA. Updates to the DMF are provided to the FDA as required.

In December, 2007 we submitted to the FDA our request for 510(k) clearance on our LX200 IS. On December 13,
2007 the FDA received our 510(k) # k073506 submission for the Luminex 200 IS System. Once the instrument receives
510(k) clearance, all future diagnostic assay kits subject to FDA clearance will reference the k # for the instrument in
their respective applications eliminating the need for the FDA to review the device master file with each submission.




Our instruments use lasers to identify the bioassays and measure their results. Therefore, we are required to ensure
that our products comply with FDA regulations pertaining to the performance of laser products. These regulations are
intended to ensure the safety of laser products by establishing standards to prevent exposure to excess levels of laser
radiation. There can be no assurance that the FDA will agree with our interpretation and implementation of these
regulations.

We, and our strategic partners, may be subject to periodic inspection by the FDA for, among other things, compliance
with the FDA’s current good manufacturing practice regulations. These regulations, also known as the Quality System
Regulations, govern the methods used in, and the facilities and controls used for, the design, manufacture, packaging and
servicing of all finished medical devices intended for human use. Additionally, our strategic partners may be subject to
other premarket and post market controls such as labeling, complaint handling, medical device reporting, corrections and
removals reporting, and record keeping requirements. If the FDA has evidence demonstrating that a company is not in
compliance with applicable regulations, it can detain or seize products, request or, in certain circumstances, require a
recall, impose operating restrictions, enjoin future violations, recommend criminal prosecution to the Department of
Justice, and assess civil and criminal penalties against the Company, its officers, or its employees. Other regulatory
agencics may have similar powers.

Medical device laws and regulations are also in effect in many countries outside of the United States. These range
from comprehensive preapproval requirements for medical products to simpler requests for product data or certification,
The number and scope of these requirements are increasing. There can be no assurance that we, and our strategic
partners, will be able to obtain any approvals that may be required to market XMAP technology products outside the
United States.

LBG and LMD produce CE marked products which are subject to the EU Directive. CE marking is self declaration,
not issucd by a third party. CE Marking is based on mandatory European Directives adopted and enforced in all member
countries of the European Union (EU). A product that is not CE marked is automatically considered to be non-
compliant. The law is enforced through market surveillance by appoinied national enforcement agencies. Imported
products are checked for compliance at customs offices.

The State Food and Drug Administration, P.R. China (SFDA) is the Government regulation authority in charge of
safety management of drug, food, health food and cosmetics for the Peoples Republic of China. In December 2007 we
submitted the application for a certificate to combine both Luminex 100 and 200 into one product called Luminex
System. This certificate is a required registration and approval to import our products into China.

Failure by us, or our strategic partners, to comply with applicable federal, state and foreign medical product laws and
regulations would likely have a material adverse effect on our business. In addition, federal, state and foreign regulations
regarding the manufacture and sale of medical-devices and components of such devices are subject to future changes. We
cannot predict what impact, if any, such changes might have on our business, but any such change could have a material
impact.

WEEE

As part of the Council Directive 2002/26 of February 13, 2003, Waste Electrical and Electronic Equipment {WEEE),
we are in compliance with the requirements, beginning on August 13, 2003, regarding the labeling and disposal of some
of our products containing electronic devices in each of the European Union (EU) member states where our regulated
products are distributed, While we are taking steps to comply with the requirements of WEEE, we cannot be certain that
we will comply with the implementation of WEEE in all EU member states,

Ewropean IVD Directive

The EU’s regulation of in vitro medical devices is under the In Vitro Diagnostic Directive (1IVDD) 98/79%EC of 27
October 1998, as implemented in the ELi member states.




The principle behind the Directive is that no in vitro device or accessory may be placed on the market or put into
service unless it satisfies the essential requirements set forth in the Directive. Devices considered to meet the essential
requirements must bear the CE marking of conformity when they are placed on the market. The responsibility for placing
the CE marking on the device lies with the manufacturer. A manufacturer placing devices on the market in its name is
required to notify its national competent authorities.

Luminex Corporation has declared that the LX 100 IS and the LX200 IS are classified as a self-declaration device and
is in conformity with Article 1, Article 9, Annex [ (Essential Requirements), and Annex II1, and the additional provisions
of IVDD 98/79/EC. However, there can be no assurance that the EUJ member states will agree with our interpretation
and implementation of these regulations. As the European marketplace continues to be material to our operations, failure
by the Company or its strategic partners to comply with the Directive could have a material adverse effect on our
business.

Environmental

We are subject to federal, state and local laws and regulations relating to the protection of human health and the
environment. In the course of our business, we are involved in the handling, storage and disposal of certain chemicals
and binhazards. The laws and regulations applicable to our operations include provisions that regulate the discharge of
materials into the environment. Some of these environmental laws and regulations impose “strict liability,” rendering a
party liable without regard to negligence or fault on the part of such party. Such environmental laws and regulations may
expose us to liability for environmental contamination, including remediation costs, natural resource damages and other
damages as a result of the conduct of, or conditions caused by, us or others, or for acts that were in compliance with all
applicable laws at the time such acts were performed. In addition, where contamination may be present, it is not
uncommon for neighboring landowners and other third parties to file claims for personal injury, property damage and
recovery of response costs. Although it is our policy to use generally accepted operating and disposal practices in
accordance with applicable environmental laws and regulations, hazardous substances or wastes may have been disposed
or released on, under or from properties owned, leased or operated by us or on, under or from other locations where such
substances or wastes have been taken for disposal. These properties may be subject to investigation, remediation and
monitoring requirements under federal, state and local environmental laws and regulations. We believe that our
operations are in substantial compliance with applicable environmental laws and regulations. However, failure to comply
with these environmental laws and regulations may result in the imposition of administrative, civil and criminal penalties
or other liabilities. We do not believe that we have been required to expend material amounts in connection with our
efforts to comply with environmental requirements or that compliance with such requirements will have a material
adverse effect upon our capital expenditures, results of operations or competitive position. Because the requirements
imposed by such laws and regulations may frequently change and new environmental laws and regulations may be
adopted, we are unable to predict the cost of compliance with such requirements in the future. or the effect of such laws
on our capital expenditures, results of operations or competitive position. Moreover, the modification or interpretation of
existing environmental laws or regulations, the more vigorous enforcement of existing environmental laws or
regulations, or the adoption of new environmental laws or regulations may also negatively impact our strategic partners,
which in turn could have a material adverse effect on us and other similarly situated component companies,

Employees

As of March 11, 2008, we had a total of 344 employees and contract employees, as compared with 343 as of
December 31, 2007. At December 31, 2006 we had 209 employees, including contract employees, The increase from
2006 to 2007 is mainly due to the 83 employees acquired effective March 1, 2007 upon the completion of the Tm
Bioscience acquisition. None of our employees are represented by a collective bargaining agreement, and we have not
experienced any work stoppage. We believe that relations with our employees are good.

Segments
Financial information relating to the Company’s reportable segments for the years ended December 31, 2007, 2006,

and 2005 can be found in Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations and Item 8. Financial Statements and Supplementary Data.




ITEM IA. RISK FACTORS

We have a limited history of profitability and an accumulated deficit of approximately $87.8 million as of
December 31, 2007. '

We have incurred significant net losses since our inception, including a loss of $2.7 million for the year ended
December 31, 2007. At December 31, 2007, we had an accumulated deficit of approximately $87.8 million. Prior to the
acquisition, Tm Bioscience had an accumulated deficit of approximately $74.6 mitlion. In order to become profitable, we
-need to generate and sustain substantially higher revenue while achieving reasonable cost and expense levels. If we fail
to develop profitability in line with the expectations of securities analysts or investors, the market price of cur common
stock will likely decline. Furthermore, as we continue to utilize cash to support operations, acquisitions and research and
development efforts, we may further decrease the cash available to the Company. As of December 31, 2007, cash, cash
equivalents and short-term and long-term investments totaled $34.2 million, a decrease of $11.5 million from $45.7
million at December 31, 2006, primarily attributable to the cash used in the acquisition of Tm Bioscience.

We expect our operating results to continue to fluctuate from quarter to quarter.

The sale of our instrumentation and assay products typically involves a significant technical evaluation and
commitment of capital by the Company, our partners and the end user. Accordingly, the sales cycle associated with our
products typically is lengthy and subject to a number of significant risks, including partners’ budgetary constraints,
inventory management practices, regulatory approval and internal acceptance reviews, all of which are beyond our
control. As a result of this lengthy and unpredictable sales cycle, our operating results have historically fluctuated
significantly from quarter to quarter. We expect this trend to continue for the foreseeable future.

The vast majority of our system sales are made to our strategic partners, Qur partners typically purchase instruments
in three phases during their commerciatization cycle: first, instruments necessary to support internal assay development,
second, instruments for sales force demonstrations; and finally, instruments for resale to their customers. As a result,
most of our system placements are highly dependent on the commercialization timetables of our strategic partners and
can fluctuate from quarter to quarter as our strategic partners move from phase to phase. We expect this trend to continue
for the foreseeable future.

Our assay products are sometimes sold to large customers. The ordering and consumption patterns of these
customers can fluctuate, affecting the timing or shipments and revenue recognition. In addition, certain products assist in
the diagnosis of illnesses that are seasonal, and customer orders can fluctuate for this reason.

Because of the effect of bulk purchases, we continue to experience fluctuations in the percentage of our quarterly
revenues derived from our highest margin items, consumables and royalties. Our gross margin percentage is highly
dependent upon the mix of revenue components each quarter. These fluctuations contribute to the variability and lack of
predictability of both gross margin percentage and total gross profit from quarter to quarter. We expect this trend to
continue for the foreseeable future,

Due to the early stage of the market for molecular tests, projected growth scenarios for LMD are highly volatile and
are based on a number of underlying assumptions that may or may not prove to be valid, including the performance of
strategic partners that distribute LMD products.

Our success dependé significantly on the establishment and maintenance of successful relationships with our
strategic partners. Currently, a limited number of strategic partners constitute a majority of our revenue and the
loss of any one of these partners could have a material adverse effect on the Company.




The development and commercialization of our XMAP technology is highly dependent on our ability to establish successful
strategic relationships with a number of partners. As of December 31, 2007, we had 30 strategic partners who were paying royalties
and had cither commercialized products using the Lumninex platform or were reselling our products. Furthermore, for the year ended
December 31, 2007, two partners individually represented greater than 10% of the Company’s revenue and collectively represented
35% of total revenue (Bio-Rad Laboratories, Inc. ~20%; One Lambda, Inc. — 15%). We had two additional partners who individually
represented 5% or more of our total revenue and collectively represented 13% of the Company’s revenue for the year ended
December 31, 2007. In total, for the year ended December 31, 2007, we had five partners who represented 52% of our total revenue.
For comparative purposes for the year ended December 31, 2006, two partners individually represented greater than 10% of the
Company’s revenue and collectively represented 34% of our total revenue. We had four additional partners who individually
represented 5% or more of our total revenue and collectively represented 27% of the Company’s revenue for the year ended
December 31, 2006. In total, for the year ended December 31, 2006, we had six parmers who represented 61% of our total revenue.
The loss of any of our significant strategic partners, or any of our significant customers, could have a material adverse effect on our
growth and future results of operations. LMD is dependent on a few significant custorners with respect to sales of its genetic test kits.
If any significant customer discontinues its relationship with LMD for any reason, or reduces or postpones current or expected
purchase commitments for LMD’s products, LMD's results from operations could be materially adversely affected.

Delays in implementation, delays in obtaining regulatory approval, changes in strategy or the financial difficulty of our strategic
partners for any reason could have a material adverse effect on our business, financial condition and results of operations.

Our ability to enter into agreements with additional strategic partners depends in part on convincing them that our technology can
help achieve and accelerate their goals or efforts. We will expend substantial funds and management efforts, including through LBG
and LMD, with no assurance that any additional strategic retationships will result. We cannot assure you that we will be able to
negotiate additional strategic agreements in the future on acceptable terms, if at all, or that current or future strategic partners will not
pursue or develop altemative technologies either on their own or in collaboration with others. Some of the companies we are targeting
as strategic partners offer products competitive with our xMAP technology, which may hinder or prevent strategic relationships.
Termination of strategic relationships, or the failure to enter into a sufficient number of additional agreements on favorable terms,
could reduce sales of our products, lower margins on our products and limit the creation of market demand and acceptance.

In addition, we have entered into non-exclusive relationships with most of our existing strategic partners. The lack of exclusivity
could deter existing strategic partners from commercializing XMAP technology and may deter new strategic partners from entering
into agreements with Luminex.

A significant portion of our future revenues will come from sales of our systems and the development and sale of bioassay kits
utilizing owr technology by our strategic partners and from use of our technology by our strategic partners in performing services
offered to third parties. We believe that our strategic partners will have economic incentives to develop and market these products, but
we cannot predict future sales and royalty revenues because most of our existing strategic partner agreements do not include minimum
purchase requirements or royalty commitments, In addition, we have no control with respect to our strategic partners’ sales personnel
and how they prioritize products based on XMAP technology nor can we control the timing of the release of products by our strategic
partners. The amount of these revenues will depend on a variety of factors that are outside our control, including the amount and
timing of resources that current and future strategic partners devote to develop and market products incorporating our technology.
Further, the development and marketing of certain bioassay kits will require our strategic partners to obtain govemmental approvals,
which could delay or prevent their commercialization efforts. If our current or future strategic pariners do not successfully develop and
market products based on our technology and obtain necessary govemment approvals, our revenues from product sales and royalties
will be significantly reduced.

1f the FDA or other government agencies guidelines change in ways that we do not anticipate and we fail to comply with those
regulations that affect our business, we could be subject to enforcement actions, injunctions and civil and criminal penalties
that could delay or prevent marketing of our products.

The production, testing, labeling, marketing and distribution of our products for some purposes and products based on our
technology are subject to governmental regulation by the United States Food and Drug Administration (FDA) and by similar agencies
in other countries. Some of our products and products based on our technology for in vitro diagnostic purposes are subject to clearance
by the FDA prior to marketing for commercial use. To date, 8 strategic partners have obtained such clearances. Others are anticipated.
The process of obtaining necessary FDA clearances can be time-consuming, expensive and uncertain. Further, clearance may place
substantial restrictions on the indications for which the product may be marketed or to whom it may be marketed. In addition, because
some of our products employ laser technology, we are also required to comply with FDA requirements relating to radiation
performance safety standards (21 CFR 1040.1 and 1040.11).




Periodically FDA issues guidance documents that represent FDA’s current thinking on a topic. These issues are
initially issued in draft form prior t0 final rule generally with enforcement discretion for some grace period of time.
Changes made through this process may impact the release status of products offered and ourability to market those
products affected by the change.

For example, the FDA released on September 14, 2007 the final document “Guidance for industry and FDA Staff
Commercially Distributed Analyte Specific Reagents (ASRs): Frequently Asked Questions”. This guidance may limit or
delay distribution of assays on our platform, including assays developed and distributed by LMD, to the extent additional
regulatory clearance is required prior to distribution. The final document was released with an enforcement discretion
period of one year from date of issue.

Cleared medical device products are subject to continuing FDA requirements relating to, among others,
manufacturing quality control and quality assurance, maintenance of records and documentation, registration and listing,
import/export, adverse event and other reporting, distribution, labeling and promotion and advertising of medical
devices. Our inability, or the inability of our strategic partners, to obtain required regulatory approval or clearance on a
timely or acceptable basis could harm our business. In addition, failure to comply with applicable regulatory
requirements could subject us or our strategic partners to reguiatory enforcement action, including warning letters,
product seizures, recalls, withdrawal of clearances, restrictions on or injunctions against marketing our products or
products based on our technology, and civil and criminal penalties.

Medical device laws and regulations are also in effect in many countries outside the United States. These range from
comprehensive device clearance requirements for some or all of our medical device products to requests for product data
or certifications. As part of the Council Directive 2002/96 of February 13, 2003 (WEEE), we are expected to comply
with cenain requirements regarding the labeling of our products containing electronic devices beginning on August 13,
2005 in each of the EU member states where our regulated products are distributed. While we are taking steps to comply
with the requirements of WEEE, we cannot be certain that we will comply with the national stage implementation of
WEEE in all member states. Our products are currently exempt from the Council Directive 2002/95 of January 27, 2003,
Restriction of Hazardous Substances (RoHS), which requires the removal of certain specified hazardous substances for
certain products beginning July 1, 2006 in each of the member states. However, the European Union has indicated that it
may include medical devices, including some of our products, undér the jurisdiction of RoHS, The number and scope of
these requirements are increasing. Failure to comply with applicable federal, state and foreign medical device laws and
regulations may harm our business, financial condition and results of operations. We are also subject to a variety of other
laws and regulations relating to, among other things, environmental protection and work place safety.

Qur strategic partners and customers expect our organization to operate on an established quality management system
compliant with FDA Quality System Regulations and industry standards, the [n Vitro Diagnostic Directive 98/79/EC of
27 October 1998 (“Directive’™) as implemented nationally in the EU member states and industry standards, such as [SO
9000. We became ISO 9001;2000 certified in March 2002 and self-declared our Luminex 100 and Luminex 200 devices
are in conformity with Article 1, Article 9, Annex | (Essential Requirements), and Annex Ill, and the additional
provisions of the Directive as of December 7, 2003. Subsequent audits are carried out annually to ensure we maintain our
system in substantial compliance with [SO and other applicable regulations and industry standards. We became 1SQ
13485:2003 and Canadian Medical Device Conformity Assessment System (CMDCAS) certified in July 2005, In August
2006 a Level II QSIT contract inspection was conducted in accordance with CPGM 73828435, Inspection of Medical
Device Manufacturers, PAC 82845B, Medical Device Level 1l Inspections pursuant to the FDA Dallas District Office
FY 06 Workplan and the DSHS Drugs & Medical Device Group FY 06 Workplan, The inspection is “closed’” under 21
C.F.R. 20.64 (d) (3) and the Establishment Inspection Report No. 3002524000 provided in accordance with the FOIA
and 21 C.F.R. Part 20. No DSHS form E-14 or FDA form 483 was issued. Failure to maintain compliance with FDA,
CMDCAS and EU regulations and other medical device laws, or to obtain applicable registrations where required, could
reduce our competitive advantage in the markets in which we compete and also decrease satisfaction and confidence
levels with our partners.




Beginning on January 1, 2007, the Siate of California put into effect a measure under WEEE, which imposes similar
requirements to the EU’s directive under RoHS. This measure requires the California Department of Toxic Substances
Control 1o adopt regulations to prohibit the sale of electronic devices if they are prohibited from sale in the European
Union because they contain certain heavy metals.

If our technology and products do not become widely used in the life sciences industry, it is unlikeiy that we can
maintain or increase profitability. '

Life sciences companies have historically conducted biological tests using a variety of technologies, including bead-
based analysis. In cerlain testing areas, our xMAP technology is relatively new and unproven, and the use of our
technology by life sciences companies is limited. The commercial success of our technology will depend upon its
widespread adoption as a method to perform bioassays. In order to be successful, we must convince potential partners to
utilize our system instead of competing technologies. Market acceptance will depend on many factors, including our
ability to:

- convince prospective strategic partners and customers that our technology is an attractive alternative to other
technologies for pharmaceutical, research, clinical and biomedical testing and analysis;

- encourage these partners to develop and market products using our technology;
- manufacture products in sufficient quantities with acceptable quality and at an acceptable cost;
- obtain and maintain sufficient pricing and royalties from partners on such Luminex products; and

- place and service sufficient quantities of our products, including the ability to provide the level of service required in
the mainstream clinical diagnostics market segment.

Because of these and other factors, our products may not gain or sustain sufficient market acceptance to again achieve,
maintain or increase profitability.

Our reliance on strategic partners to market our products makes forecasting difficult.

Primarily as a result of our reliance on partner performance, it is difficult to accurately forecast future operating
results, Qur operating expenses are largely based on anticipated revenue trends, and a high percentage of our expenses
are, and will continue to be, fixed in the short-term. The level of our revenues will depend upon the rate and timing of the
adoption of our technology as a method to perform bioassays. [n addition, we currently anticipate that the vast majority
of future sales of our products and products incorporating our technology will be made by our strategic partners. For the
following reasons, estimating the timing and amount of sales of these products that may be made by our strategic
parniners is particularly difficult: ‘

- We have no control over the timing or extent of product development, marketing or sale of our products by our
strategic partners.

- Most of our strategic partners are not committed to minimum purchase commitments, and we do not control the
incentives provided by our strategic partners to their sales personnel. ‘

- A significant number of our strategic partners intend to produce clinical diagnostic applications that may need to be
approved by the FDA, or other regulatory bodies in jurisdictions outside of the United States.

- Certain strategic partners may have unique requirements for their applicationsrand systems. Assisting the various
sirategic partners may strain our research and development and manufacturing resources. To the extent that we are
not able to timely assist our strategic partners, the commercialization of their products will likely be delayed.




- Certain strategic partners may fail to deliver products that satisfy market requirements, or such products may fail to
perform properly.

- We have limited access to partner confidential corporate information. A sudden unexpected change in ownership,
strategy or other material event could adversely impact partner purchases of our products.

The life sciences industry is highly competitive and subject to rapid technologtcal change, and we may not have
the resources necessary to compete successfully.

We compete with companies in the United States and abroad that are engaged in the development and production of
similar products. We will continue to face intense competition from existing competitors and other companies seeking to
develop new technologies. Many of our competitors have access to greater financial, technical, scientific, research,
marketing, sales, distribution, service and other resources than we do. These companies may develop technologies that
are superior alternatives to our technologies or may be more effective at commercializing their technologies in products.

The life sciences industry is characterized by rapid and continuous technological innovation. We may need to
develop new technotogies for our products to remain competitive. One or more of our current or future competitors could
render our present or future products obsolete or uneconomical by technological advances. In addition, the introduction
or announcement of new products by us or others could result in a delay of or decrease in sales of existing products, as
we await regulatory approvals and as customers evaluate these new products, We may also encounter other problems in
the process of delivering new products to the marketplace, including products from LBG and LMD, such as problems
related to design, development or manufacturing of such products, and as a result we may be unsuccessful in selling such
products. Qur future success will depend on our ability to compete effectively against current technologies, as well as to
respond effectively to technological advances by developing and marketing products that are competitive in the
continually changing technological landscape.

Our success depends on our ability to service and support our products directly or in collaboration with our
strategic partners. .

To the extent that the Company or its strategic partners fail to maintain a high quality level of service and support
for xMAP technology products, there is a risk that the perceived quality of our XMAP technology products will be
diminished in the marketplace. Likewise, the Company may fail to provide the level, quantity or quality of service
expected by the marketplace. This could result in slower adoption rates and lower than anticipated utilization of xMAP
products causing a material adverse affect on our business.

The property rights we rely upon to protect the technology underlying our products may not be adequate to
maintain market exclusivity. Inadequate intellectual property protection could enable third parties to exploit our
technology or use very similar technology and could reduce our ability to distinguish our products in the market.

Our success will depend, in part, on our ability to obtain, protect and enforce patents on our technology and products
and to protect our trade secrets, including the intellectual property of entities we may acquire. Any patents we own may
not afford full protection for our technology and products, Others may challenge our patents and, as a result, our patents
could be narrowed or invalidated. In addition, our current and future patent applications may not result in the issuance of
patents in the United States or foreign countries. Competitors may develop products that are not covered by our patents.
Further, there is a substantial backlog of patent applications at the U.S. Patent and Trademark Office and certain patent
offices in foreign jurisdictions, and the approval or rejection of patent applications may take several years.

We have obtained 63 patents in the United States and foreign jurisdictions directed to various aspects and
applications of our products and technology.- We have 177 pending applications in the United States and foreign
jurisdictions. In Japan, due to a procedural omission, we are unable to obtain patent protection for our method of “real
time” detection and quantification of multiple analytes from a single sample on our platform technology similar to the
protection we have obtained in the United States. Although we are pursuing patent protection in Japan for other aspects
of our technology and products, we may not be able to prevent competitors from developing and marketing technologies
and products similar to our xMAP technology in Japan. We also have patents covering key aspects of xXTAG technology
utilized in LMD’s assay products.
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We require our employees, consultants, strategic partners and other third parties to execute confidentiality
agreements. Our employees and third-party consultants also sign agreements requiring that they assign 1o us their
interests in inventions and original expressions and any corresponding patents and copyrights arising from their work for
us.” In addition, the Company has implemented a patent process to file patent applications on its key technology.
However, we cannot guarantee that these agreements or this patent process will provide us with adequate protection
against improper use of our intellectual property or disclosure of confidential information. In addition, in some
situations, these agreements may conflict with, or be subject to, the rights of third parties with whom our employees,
consultants or advisors have prior employment or consulting relationships. Further, others may independently develop
substantially equivalent proprictary technology, techniques and products or otherwise gain access to our trade secrets.
Qur failure to protect our proprietary information and techniques may inhibit or limit our ability to exclude certain
competitors from the market.

In order to protect or enforce our patent rights, we may have to initiate legal proceedings against third parties, such as
infringement suits or interference proceedings. These legal proceedings could be expensive, take significant time and/or
divert management’s attention from other business concerns. These proceedings may cause us to lose the benefit of some
of our intellectual property rights, the loss of which may inhibit or preclude our ability to exclude certain competitors
from the market. We also may provoke these third parties to assert claims against us. The patent position of companies
like ours generally is highly uncertain, involves complex legal and factual questions and has recently been the subject of
much litigation. No consistent policy has emerged from the U.S. Patent and Trademark Office or the courts regarding the
breadth of claims allowed or the degree of protection afforded under patents like ours.

Our success will depend partly on our ability to operate without infringing on or misappropriating the
proprietary rights of others.

We may be sued for infringing the intellectual property rights of others, including claims with respect to intellectual
property of entities we may acquire. In addition, we may find it necessary, if threatened, to initiate a lawsuit seeking a
declaration from a court that we do not infringe on the proprietary rights of others or that their rights are invalid or
unenforceable. Intellectual property litigation is costly, and, even if we prevail, the cost of such litigation could affect our
profitability. Furthermore, litigation is time consuming and could divert management's attention and resources away
from our business. If we do not prevail in any litigation, we may have to pay damages and could be required to stop the
infringing activity or obtain a license. Any required license may not be avaitable to us on acceptable terms, if at all.
Moreover, some licenses may be nonexclusive, and therefore, our competitors may have access to the same technology
licensed to us. If we fail to obtain a required license or are unable to design around a patent, we may be unable to sell
some of our products, which could have a material adverse affect on our business, financial condition and resuits of
operations.

We require collaboration with other organizations in obtaining relevant biomarkers, access to oligonucleotides,
enzymes that are patents or controlled by others. If we cannot continue to obtain access 10 these areas or identify
freedom to operate opportunities this could affect our future sales and profits.

We have only produced our products in limited quantities, and we may experience problems in scaling our
manufacturing operations or delays or component shortages that could limit the growth of our revenue.

To date, we have produced our products in limited quantities compared to the quantities necessary 1o achieve desired
revenue growth. We may not be able to produce sufficient quantities or maintain consistency between differing lots of
consumables. If we encounter difficulties in scaling our manufacturing operations as a result of, among other things,
quality control and quality assurance and availability of component and raw material supplies, we will likely experience
reduced sales of our products, increased repair or te-engineering costs due to product returns and defects and increased
expenses due to switching to alternate suppliers, any of which would reduce our revenues and gross margins.
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We presently outsource certain aspects of the assembly of our systems to contract manufacturers. Because of a long
lead-time to delivery, we are required to place orders for a variety of items well in advance of scheduled production runs.
We recently increased our flexibility to purchase strategic components within shorter lead times by entering into supply
agreemenis with the suppliers of these components. Although we attempt to match our parts inventory and production
capabilities to estimates of marketplace demand, 10 the extent system orders materiaily vary from our estimates, we may
experience continued constraints in our systems production and delivery capacity, which could adversely impact revenue
in a given fiscal period. Should the Company’s need for raw materials and components used in production continue to
fluctuate, we could incur additional costs associated with either expediting or postponing delivery of those materials. In
an effort to control costs, in the last quarter of 2005 manufacturing implemented a lean production system. Managing the
change from discrete to continuous flow production requires time and management commitment. Implementation of lean
initiatives and our supply chain capabilities may result in part shortages that delay shipments and cause fluctuations in
revenue in a given period.

Certain key components of our product line are currently purchased from a limited number of outside sources and
may only be available through a limited number of providers. We do not have agreements with all of our suppliers. Our
reliance on our suppliers and contract manufacturers exposes us to risks including;

- the possibility that one or more of our suppliers or our assemblers that do not have supply agreements with the
Company could terminate their services at any time without penalty;

- the potential obsolescence and/or inability of our suppliers to obtain required components;
- the potential delays and expenses of seeking alternate sources of supply or manufacturing services;
- the inability to qualify alternate sources without impacting performance claims of our products;

- reduced control over pricing, quality and timely delivery due to the difficulties in switching to alternate suppliers or
assemblers; and

- increases in prices of raw materials and key components,

Consequently, in the event that supplies of components or work performed by any of our assemblers are delayed or
interrupted for any reason, our ability to produce and supply our products could be impaired.

The capital spending policies of our customers has a significant effect on the demand for our products.

Our customers include clinical diagnostic, pharmaceutical, biotechnological, chemical and industrial companies, and
the capital spending policies of these companies can have a significant effect on the demand for our products. These
policies are based on a wide variety of factors, including governmental regulation or price controls, the resources
available for purchasing research equipment, the spending priorities among various types of analytical equipment and the
policies regarding capital expenditures during recessionary periods. Any decrease in capital spending by life sciences
companies could cause our revenues to decline. As a result, we are subject to significant volatility in revenue. Therefore,
our operating results can be materially affected (negatively and positively) by the spending policies and priorities of our
customers.

If we become subject to product liability claims, we may be required to pay damages that exceed our insurance
coverage,

Our business exposes us to potential product liability claims that are inherent in the testing, production, marketing
and sale of biotechnological, human {including genetic) diagnostic and therapeutic products. Although we believe that
we arc reasonably insured against these risks and we generally have limited indemnity protections in our supplier
agreements, there can be no assurance that we will be able to obtain insurance in amounts or scope sufficient to provide
us with adequate coverage against all potential liabilities. A product liability claim in excess of our insurance coverage or
claim that is outside or exceeds our indentnity protections in our supplier agreements or a recall of one of our products
would have to be paid out of our cash reserves.
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If third-party payors increasingly restrict payments for healtheare expenses or fail to adequately pay for multi-
analyte testing, we may experience reduced sales which would hurt our business and our business prospects.

Third-party payors, such as government entities and healthcare programs, health maintenance organizations and
private insurers, are continually seeking to reduce healthcare expenses. The federal government has also recently reduced
the funding for certain government sponsored healthcare programs which has caused these third party payors to seek
further reduction in medical expenses. These reductions may decrease demand for our products and the price we can
charge. Increasingly, Medicaid and other third-party payors are challenging the prices charged for medical services,
including clinical diagnostic tests. They are also attempting to contain costs by limiting coverage and the reimbursement
level of tests and other healthcare products. In addition, cost containment initiatives by governmental or educational
entities or programs may reduce funding for genetic research and development activities and retard the growth of the
genetic testing marketing. Without adequate coverage and reimbursement, consumer demand for tests will decrease.
Decreased demand could cause sales of our products, and sales and services by our strategic partners, to fall. [n addition,
decreased demand could place pressure on us, or our strategic partners, to lower prices on these products or services,
resulting in lower margins. Reduced sales or margins by us, or our strategic partners, would hurt our business,
profitability and business prospects.

We may in the future incur substantial debt that could restrict our operations.

We may incur indebtedness in the future for, among other purposes, funding operating expenses and/or costs related
to future expansions and acquisitions. This indebtedness could have adverse consequences on us, including:

e limiting our ability to compete and our flexibility in planning for, or reacting to, changes in our business and the
industry in which we operate;

» limiting our ability to borrow additional funds for working capital, capital and research and development
expenditures, acquisitions and general corporate or other purposes; and

e exposing us to interest rate risk.

To the extent incurred, our debt service obligations will require us to use a portion of our operating cash flow to pay
interest and principal on indebtedness instead of for other corporate purposes, including funding future expansion of our
business and ongoing capital expenditures. Qur ability to repay or refinance our debt will depend on our successtul
financial and operating performance. Our financial and operating performance depends upon a number of factors, many
of which are beyond our control, as further described in these “Risk Factors.”

We may be unsuccessful in implementing our acquisition strategy. We may face difficulties integrating acquired
entities with our existing businesses.

Acquisitions of assets or entities designed to accelerate the implementation of our strategic plan are an element of our
long-term strategy. We may be unable to identify and complete appropriate acquisitions in a timely manner and no
assurance can be provided that the market price of potential business acquisitions will be acceptable, In addition, many
of our competitors have greater financial resources than we have and may be willing to pay more for these businesses or
selected assets. Should we identify suitable acquisition targets, we may be unable to complete acquisitions or obtain the
financing, if necessary, for these acquisitions on terms favorable to us.

Potential acquisitions pose a number of risks, including, among others, that:
- we may not be able to accurately estimate the financial effect of acquisitions on our business;

- future acquisitions may require us to assume liabilities, incur large and immediate write-offs, issue capital stock
potentially dilutive to our stockholders or spend significant cash or may result in a decrease in our future
operating income or operating margins;

- we may be unable to realize the anticipated benefits and synergies from acquisitions as a result of inherent risks
and uncertainties, including difficulties integrating acquired businesses or retaining their key personnel,
partners, customers or other key relationships, entering market segments in which we have no or limited
experience, and risks that acquired entities may not operate profitably or that acquisitions may not result in
improved operating performance; and
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- acquisitions and subsequent integration of these companies may disrupt our business and distract our
management from other responsibilities.

Other risks of integration include:

- disparate information technology, internal control, financial reporting and record-keeping systems;

.

- differences in accounting policies, including those requiring judgment or complex estimation processes;
- new partners or customers who may operate on terms and programs different than ours;
- additional employees not familiar with our operations;

- facilities or operations in remote locations or potentially foreign jurisdictions and the inherent risks of operating
in unfamiliar legal and regulatory environments; and

- new products, including the risk that any underlying intellectual property associated with such products may not
have been adequately protected or that such products may infringe on the proprietary rights of others.

We rely on the innovation and resources of larger industry participants and public programs to advance genomic
research and educate physicians/clinicians on genetic diagnostics.

The linkages between genetic anomalies that the Company's products detect and the underlying disease states are not
always fully medically correlated. Additionally, the availability of correlated genetic markers is dependent on significant
investment in genomic research, often funded through public programs for which there are no assurances of on-going
support. Should any government limit patent rights to specific genetic materials, private investment in this area could
also be significantly curtailed. In addition, the adoption of genetic diagnostics is dependent to a great extent on the
education and training of physicians and clinicians. The Company does not have the resources to undertake such
training, and is relying on larger industry participants and professional medical colleges to establish, communicate and
educate physicians and clinicians on best practices related to genetic diagnostics,

We are subject to evolving legislative, judicial and ethical standards on use of technology and biotechnology.

The adoption of genetic testing is occurring within the broader context of a myriad of decisions related to genetic
patenting and genotyping. Issues associated with health insurance, data access, intellectual property protection, national
and international tegislative initiatives and other variables may have a significant impact on the wide spread adoption of
genetic testing or on specific segments or tests within the genetic testing market.

Our operating results may be affected by current economic and political conditions.

The ongoing uncertainty in the Global Finance Markets and events in the Middle East and concern for future terrorist
attacks leave many economic and political uncertainties. Furthermore, foreign stock markets have been volatile and
equally sensitive to global geopolitical concerns and terrorist threats, These uncertainties could adversely affect our
business and revenues in the short or long term in ways that cannot presently be predicted.

International business operations create additional operational and legal risk.
Our operations outside the United States are subject to additional risks, including:
s changes in or interpretations of foreign law that may adversely affect our ability to sell our products,
perform services or repatriate profits to the United States;
s the imposition of tariffs;

¢ hyperinflation or economic or political instability in foreign countries;

o imposition of limitations on or increase of withholding and other taxes on remittances and other payments
by foreign subsidiaries;

¢ conducting business in places where business practices and customs are unfamiliar and unknown;
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» the imposition of restrictive trade policies, including export restrictions;

» worldwide political conditions;

« the imposition of inconsistent laws or regulations;

« the imposition or increase of investment requirements and other restrictioﬁs by foreign governments;
s longer collection cycles for account receivables;

* uncertainties relating to foreign laws, including labor laws, and legal proceedings;

s currency exchange rate risks;

e having to comply with a variety of U.S. laws, including the Foreign Corrupt Practices Act; and

e having to comply with U.S. export control regulations and policies that restrict our ability to communicate
with non-U.S. employees and supply foreign affiliates, partners and customers. \

Our success will depend on our ability to attract and retain our management and staff.

We depend on the principal members of our management and scientific staff, including our chief executive officer,
Patrick Balthrop, and our operations, marketing, research and development, technical support, technical service and sales
staff. The loss of services of key members of management could delay or reduce our product development, marketing
and sales and technical support efforts. In addition, recruiting and retaining qualified scientific and other personnel to
perform research and development, technical support, technical service and marketing and sales work will be critical to
our success. There is a shortage in our industry of qualified management and scientific personnel, and competition for
these individuals is intense. There can be no assurance that we will be able to attract additional and retain existing
personnel necessary to achieve our business objectives.

QOur stock price has been and is likely to continue to be volatile.

The trading price of our common stock has been and is likely 1o continue to be highly volatile and subject to wide
fluctuations in price. This volatility is in response to various factors, many of which are beyond our control, including:

actual or anticipated variations in quarterly operating results from historical results or estimates of results prepared by
securities analysts;

- announcements of technological innovations or new products or services by us or our competitors;

- announcements by us of significant acquisitions, strategic partnerships, joint ventures or capital commitments;
- conditions or trends in the life science, biotechnology and pharmaceutical industries;

- additions or departures of key personnel,

- changes in financial estimates by securities analysts;

- general economic conditions and interest rates;

- instability in the United States and other financial markets and the ongoing and possible escalation of unrest in the
Middle East, other armed hostilities or further acts or threats of terrorism in the United States or elsewhere;

- sales of our common stock; and

- the potential adverse impact of the secondary trading of our stock on foreign exchanges which are subject to less
regulatory oversight than the Nasdaq Global Market, without our permission, and the activity of the market makers of
our stock on such exchanges, including the risk that such market makers may engage in naked short sales and/or other
deceptive trading practices which may artificially depress or otherwise affect the price of our common stock on the
Nasdaq Global Market.
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In addition, the stock market in general, and the Nasdaq Global Market and the market for technology companies in
particular, has experienced significant price and volume fluctuations that have often been unrelated or disproportionate to
the operating performance of those companies. Further, there has been particular volatility in the market prices of
securities of life sciences companies. These broad market and industry factors may seriously harm the market price of
our common stock, regardless of our operating performance. In the past, following periods of volatility in the market
price of a company’s securities, securities class action litigation has often been instituted. A securities class action suit
against us could result in substantial costs, potential liabilities and the diversion of management’s attention and
resources.

Anti-takeover provisions in our certificate of incorporation, bylaws and stockholder rights plan and Delaware law
could make a third party acquisition of us difficuit.

Our certificate of incorporation, bylaws and stockholder rights plan contain provisions that could make it more
difficult for a third party 1o acquire us, even if doing so would be beneficial to our stockholders. We are also subject to
certain provisions of Delaware law that could delay, deter or prevent a change in control of us. These provisions could
limit the price that investors might be willing to pay in the future for shares of our common stock.

ITEM IB. UNRESOLVED STAFF COMMENTS
None.
ITEM 2. PROPERTIES

The Company has its principal research and development, manufacturing and administrative facilities located in
Austin, Texas, which consists of approximately 109,000 square feet of leased space pursuant to a Icase agreement which
expires July 31, 2010. The Company maintains an additional 10,172 square feet of leased space at its European
subsidiary, Luminex, B.V. and approximately 27,000 square feet of leased office and manufacturing space in Toronto,
Canada. We believe these facilities are adequate for our current needs.

ITEM 3. LEGAL PROCEEDINGS

On April 26, 2005, the Company was served with a complaint, filed by Rules Based Medicine, Inc. (“RBM”) in
state district court in Travis County, Texas seeking a declaratory judgment that the formation of HealthMAP
Laboratories, Inc. (subsequently renamed the Biophysical Corporation) did not constitute a usurpation of an RBM
corporate opportunity and that RBM has the necessary contractual license rights under its existing agreement with the
Company to perform certain testing services on behalf of BioPhysical Corporation. On May 19, 2005, we filed an answer
to this complaint denying all claims brought by RBM. On June 21, 2005, the parties entered into an agreement, which
was subsequently entered with the court on June 22, 2005. Pursuant to this agreement, the parties agreed that RBM
would not file any claims related to this matter against the Company until August 1, 2005, and that the Company would
not file any claims related to this matter against RBM until August 16, 2005, in order to continue to pursue settlement
negotiations. The parties were unable to reach agreement on the terms of settlement. RBM re-filed its lawsuit against us
on August 12, 2005, seeking a declaratory judgment against us as set forth above. [n response, we re-filed its answer and
counterclaims against RBM, as well as new claims against Mark Chandler and Craig Benson, officers of RBM, on
August 19, 2005,

The Company settled its pending litigation with RBM on October 15, 2007. As part of the settlement, Luminex
received a cash payment of $12.5 million. The cash payment was made by RBM in exchange for resolution of the
dispute between the companies regarding Biophysical Corporation as well as the retirement of Luminex's stock
ownership in RBM and the grant of certain additional licensing rights from Luminex. All other terms of the agreement
are confidential. The parties formally dismissed the lawsuit on October 24, 2007, as required by the settlement
agreement.

26




On January 16, 2008, Luminex Corporation and Luminex Molecular Diagnostics, Inc. were served with a complaint,
filed by The Research Foundation of the State University of New York (*SUNY™) in Federal District Court for the
Northern District of New York, alleging, among other claims, that LMD breached its license agreement with SUNY by
failing to pay royalties allegedly owed under the agreement. The complaint seeks an undetermined amount of damages
as well as injunctive relief. On February 9, 2008, Luminex and LMD filed an answer to this complaint denying all claims
brought by SUNY. There can be no assurance that we will successfully defend this suit or that a judgment against us
would not materially adversely affect our operating results.

When and if, it appears probable in management’s judgment that we will incur monetary damages or other costs in
connection with any claims or proceedings, and such costs can be reasonably estimated, liabilities are recorded in the
financial statements and charges are recorded against earnings. Though there can be no assurances, our management
believes that the resolution of existing routine matters and other incidental claims, taking into_account accruals and
insurance, will not have a material adverse effect on our financial condition or results of operation.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

None,




Executive Officers of the Registrant as of March 12, 2008

Name Age Position
Patrick J. Balthrop 51 President and Chief Executive Officer
Douglas C. Bryant 50 Executive Vice President and Chief Operating Officer
Russell W. Bradley 44 Vice President, Business Development and Strategic Planning
Jeremy Bridge-Cook, Ph.D 39 "Vice President, Luminex Molecular Diagnostics
John C. Carrano, Ph.D 49 Vice President, Research and Development
Harriss T. Currie 46 Chief Financial Officer, Vice President, Finance and Treasurer
Gregory J. Gosch 45 Vice President, Luminex Bioscience Group
David §. Reiter 4] Vice President, General Counsel and Corporate Secretary

Patrick J. Balthrop. Mr. Balthrop joined the Company in May 2004 as President and Chief Executive Officer and has
served as a member of the Board of Directors and a member of the Executive Committee since September, 2004, He
served as president of Fisher Healthcare, a Fisher Scientific company, from 2002 to May 2004. Prior to Fisher Scientific
[nternational, Mr. Balthrop served in a number of leadership positions for over 20 years with Abboit Laboratories,
primarily in Abbott's Diagnostics Division. Mr. Balthrop's most recent positions at Abbott were as head of worldwide
commercial diagnostics operations and as head of Abbott Vascular. Mr. Balthrop holds an M.B.A. from the Kellogg
Graduate School of Management of Northwestern University, and a B.S. in Biology from Spring Hill College.

Douglas C. Brvant. Mr. Bryant joined the Company in July 2007 as Executive Vice President and Chief Operating
Officer. Previously, Mr."Bryant served as Vice President, Abbott Vascular, Asia and Japan, a division of Abbou
Laboratories, a broad-based health care company, Mr. Bryant previously served as Vice President, Global Commercial
Operations for Abbott Diagnostics and Abbott Molecular and also ran Abbott’s Diagnostics Operations in Asia Pacific
and Europe Africa and the Middle East. Mr. Bryant has over 23 years of industry experience in sales and marketing,
product development, manufacturing and service and support in both the life sciences and diagnostics markets.
Mr. Bryant has a Bachelor of Arts in Economics from the University of California, Davis.

Russell W. Bradley. Mr. Bradley joined the Company in May 2005 as Vice President of Business Development and
Strategic Planning. Previously, Mr. Bradley spent 17 years at Beckman Coulter Corp. where he served as the Director of
the Beckman Coulter CARES initiative, involved in the company’s clinical HIV/AIDS monitoring business in
developing regions around the globe. During his tenure at Beckman Coulter, Mr. Bradley was involved in the
evaluation, market assessment and successful commercial launch of multiple life science technologies and applications.
Mr. Bradley holds a B.S. in Immunology and Biochemistry from Monash University, Melbourne, Australia.

Jeremy Bridge-Cook, Ph.D. Dr. Bridge-Cook joined the Company in March, 2007 as Vice President of Luminex
Molecular Diagnostics. Previously, Dr. Bridge-Cook served as Sr. Vice President, Corporate Development of Tm
Bioscience. Dr. Bridge-Cook joined Tm Bioscience in July 2000 as Director of Business Development and served in
various capacities thereafter, including Vice President of Business Development, Vice President of Marketing &
Business Development, and finally Sr. Vice President, Corporate Development. Prior to joining Tm, Dr. Bridge-Cook
worked for three years as an [nvestment Analyst at MDS Capital Corp. and University Medical Discoveries Inc. Dr.
Bridge-Cook has a Ph.D. in immunoclogy from the University of Toronto.

John C. Carrano, Ph.D. Dr. Carrano joined the Company in July 2005, and was appointed Vice President, Research
and Development in July 2006, Dr. Carrano formerly served as Executive Director, Research and Development. Prior to
Jjoining Luminex, Dr. Carrano was a program manager at DARPA where he led several major Defense Department
programs related to biological and chemical sensing. His other recent positions include Assistant Professor of Electrical
Engineering, Department of Electrical Engineering and Computer Science, United States Military Academy, and
Research Scientist, U.S. Army Research Laboratory, Adelphi MD. [n June 2005, Dr. Carrano retired from the military
as a Lieutenant Colonel after 24 years of service. Dr, Carrano received his B.S., from the United States Military
Academy, West Paoint, in 1981, and received his M.S. and Ph.D. in Electrical Engineering from the University of Texas
at Austin. Dr. Carrano is also a graduate of the U.S. Army Command and General Staff College. Dr. Carrano is a
member of Phi Kappa Phi, Eta Kappa Nu, OSA, SPIE, and 1EEE.
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Harriss T. Currie. Mr. Currie has served as Vice President, Finance, Treasurer and Chief Financial Officer since
October of 2003. Since joining the Company in November of 1998, Mr. Currie previously served in the capacities of
Controller, Treasurer and Acting Chief Financial Officer. Prior to joining us, he was employed as the Chief Financial
Officer, Secretary and Treasurer of SpectraCell Laboratories from 1993 to 1998 where he also served as Vice President
of Finance for two subsidiary companies. Mr. Currie eamned his B.B.A. from Southwestern University and his M.B.A. in
Finance and Marketing from The University of Texas at Austin. Prior to returning to graduate school for his M.B.A_, Mr.
Currie was a certified public accountant with Deloitte & Touche LLP.

Gregory J. Gosch. Mr. Gosch joined the Company in October 2004, and currently serves as
Vice President, Luminex Bioscience Group. Since joining the Company, Mr. Gosch previously served in the capacity of
Vice President, Marketing and Sales. Previously, he served as Senior Director of Sales and Marketing for Nanogen from
1999 to 2004 where he was responsible for worldwide marketing and U.S. sales. From 1997 10 1999, he served as
Market Development Manager for Chiron Corporation. In addition, Mr. Gosch has held various sales and marketing
positions at Meridian Diagnostics and Bio-Rad Laboratories, Inc. Mr. Gosch holds an M.B.A. from the Carlson School
of Management, a Masters of Health Care Administration from the School of Public Health, both of the University of
Minnesota, and a B.A. in Molecular, Cellular and Developmentai Biology from the University of Colorado.

David §. Reiter. Mr. Reiter joined the Company as Vice President, General Counsel and Corporate Secretary in
October, 2003. Prior to becoming General Counsel, Mr. Reiter was in private practice with the firm of Phillips & Reiter,
PLLC, which provides outsourced general counsel services for technology companies. Before co-founding the firm, Mr.
Reiter was Vice President and General Counsel for 724 Solutions Inc., a provider of mobile commerce software
solutions and applications (NASDAQ: SVNX). Earlier in his career, Mr. Reiter served as senior counsel for Compaq
Computer Corporation, supporting the Worldwide Sales & Services, Supply Chain Management and Consumer Products
Group. Mr. Reiter is a graduate of the University of Southern California (Juris Doctorate/Master of International
Relations), University of Sheffield, UK (M.B.A.} and the University of Notre Dame (B.A.) in Government. Mr. Reiter is
a member of the Texas Bar and is the chair of the Subcommittee on Law Department Management for the American Bar
Association.
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ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information
Our common stock is traded on the Nasdag Global Market under the symbol “LMNX.”
The following table sets forth the range of high and low sale prices on The Nasdaq Stock Market and/or Nasdagq

Global Market, as applicable, for each quarter during 2007 and 2006. On March 11, 2008, the last reported sale price of
our common stock was $16.46 per share.

2007 High Low

TR T 1y 1= 5 1682 $ 1208
Second QUAarter. ... .. ..o $ 1471 $ 1144
7 T = $ 17.30 $ 11.62
Fourth QUArEr. . ... e e e $ 17.77 g  14.11
2006 High Low

FIrSt QUaTEET. .. oottt ettt et e e $ 1548 $ 11.55
Y et O TEE (< SN SPUUI $§ 18.03 $  12.83
Third QUArtEr. . ... s § 2019 3 1441
T I T T SO PR $ 2075 $ 1182

Holders

" As of March 11, 2008, we had 599 holders of record of our common stock. Because many of our shares are held by
brokers and other institutions on behalf of stockholders, we are unable to estimate the total number of beneficial
stockholders represented by these record holders.
Dividends

We have never declared or paid cash dividends on our common stock and, while this policy is subject to periodic

review by our board of directors, we currently intend to retain any earnings for use in our business and do not anticipate
paying cash dividends in the foreseeable future. Our ability to declare dividends may also from time to time be limited
by the terms of our credit facility.

Recent Sales of Unregistered Securities

None.
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Performance Graph

The following graph compares the change in Luminex’s cumulative total sharcholder return on its common shares

with the NASDAQ Composite Index and the NASDAQ Biotechnology Index.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Luminex Corporation, The NASDAQ Composite Index
And The NASDAQ Bictechnology Index

$450

$400 -
$350 .
$300
$250
$200
$150 -
$100
550

12/02 12103 12104 12/05 12/06 12107

—8— Luminex Corporation — A — NASDAQ Composite - - O - - NASDAQ Biotechnology

* $100 invested on 12/31/02 in stock or index-including reinvestment of dividends.
Fiscal year ending December 31.

2002 2003 2004 2005 2006 2007
Luminex Corporation 100.00 228.22 216.06 282.73 309.00 395.13
NASDAQ Composite 100.00 149.75 164.64 168.60 187.83 205.22
NASDAQ Biotechnology 100.00 146.95 164.05 185.29 183.09 186.22
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Issuer Purchases of Equity Securities

The stack repurchase activity for the fourth quarter of 2007 was as foltows:

ISSUER PURCHASES OF EQUITY SECURITIES

Total Number of Shares
Total Number of Average Price  Purchased as Part of
Shares Paid per Share  Publicly Announced

Appromixate Dollar Value of '

Shares that May Yet Be

Purchased Under the Plans or

i
i
i

Period Purchased ($)(1) Plans of Programs Programs (8)
10/1707 - 10/31/07............ . - s - ) . )
V/LAOT - 11/30/07......... L 58 § 14.99 -
12/1/07 - 12/31/07............... - ¥ - -
Total Third Quarter 58 % 14.99 -

(1) Shares repurchased are attributable to the withholding of shares by Luminex to satisfy the
payment of tax obligations related to the vesting of restricted shares,
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ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated financial data should be read in conjunction with the Consolidated Financial
Statements and Notes thereto and with “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and other financial data included elsewhere in this Annual Report on Form 10-K. The consolidated
statement of operations data for the years ended December 31, 2007, 2006 and 2005 and the consolidated balance sheet
data at Decembert 31, 2007 and 2006 are derived from the audited consolidated financial statements included elsewhere
in this Annual Report on Form 10-K. The consolidated statement of operations data for the years ended December 31,
2004 and 2003 and the consolidated balance sheet data at Decermnber 31, 2005, 2004 and 2003 are derived from audited
consolidated financial statements not included in this Annual Report on Form 10-K.

Year Ended December 31,
2007 2006 2005 2004 2003
(In thousands, except per share data)

Consolidated Results of Operations Data:

Total FEVEILE. ..ottt r s $ 75010 § 52,989 $§ 42313 $ 35,880 § 26,292
Gross profit. ..o 46,094 32,252 22,321 14,722 9.830
Loss FOM OPErations.........ooooviviinnrvimieriiiaaeerennnenes (17,418) (581) [1 (3,496} (4,164) {6,475)
Net (H0s8) inCome......ovivvriieii e (2,7111) 1,507 [1] (2,666) (3,605) (4,209)
Net (loss) income applicable to common stockholders........ $ (2,711 $ 1,507 $ (2,666) $ (3,605) § (4209
Net {ioss) income per commeon share, basic .................... $  (0.08) $ 005 [1] . 5 (0.09) $ (012) 5 (0.14)

Shares used in computing net (loss) income per _
Share, BasiC.. . v. e 34,361 31,434 30,990 30,698 29,814

Net (loss} income per common share, diluted.................. § (0.08) $ 005 11§ (009 § (0.12) $ (014

Shares used in computing net (loss) income per
share, diluted..............ooo 34,361 32,988 30,990 30,698 29,814

At December 31,
2007 2006 2005 2004 2003
’ (In thousands)

Consolidated Balance Sheet Data:

Cash and cash equivalents..............ccoovvviieiiiciieen, $ 27,233 $ 27414 § 25,206 $ 19,238 $ 39430
Shor-term INVEStMENTS. vt vis i aaeenees 6,944 10,956 10,947 12,891 ) -
Long-term investments. ......ccuvvernreeeiniaeineenne et - 7.346 5,466 3,991 -
Working capital.......cooveerrmerrnrrrninnnnns s 40,801 44,179 39,364 40,823 45,522
TOtal ASSES..uevvverir i iiri i rar s e renrererenes 123,559 66,696 58,035 53,175 53,294
Total stockholders’ equity..........ooiiviiiiiiniiiiiiiiiniinn 103,480 54,159 44 710 44,546 44,835

[1] As discussed in Note 14 to the consolidated financial statemnets, effective January 1, 2006, we changed our method of accounting for

stock-based compensation to conform to Statement of Financial Accounting Standard No.123(R), "Share-Based Payment".
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF QOPERATIONS

The following information should be read in conjunction with the Consolidated Financial Statements and the
accompanying Notes included below in Item 8§ and "Risk Factors” included above in Item 14 of this Annual Report on
Form 10-K. This discussion contains forward-looking statements that involve risks and uncertainties. Qur actual
results may differ materially from those anticipated in these forward-looking siatements.

| Overview

We develop, manufacture and sell proprietary biological testing technologies with applications throughout the life
| sciences industry. Qur xMAP® technology, an open architecture, multiptexing technology, allows simuitaneous analysis
of up to 100 bicassays from a small sample volume, typically a single drop of fluid, by reading biclogical tests on the
surface of microscopic polystyrene beads called microspheres. xMAP technology combines this miniaturized liquid array
bioassay capability with small lasers, digital signal processors and proprietary software to create a system offering
advantages in speed, precision, flexibility and cost. Our xMAP technology is currently being used within various
segments of the life sciences industry which includes the fields of drug discovery and development, clinical diagnostics,
i genetic analysis, bio-defense, protein analysis and biomedical research.

Our end-user customers and partners, which include laboratory professionals performing research, clinical
laboratories performing tests on patients as ordered by a physician and other laboratories, have a fundamental need to
perform high quality testing as efficiently as possible. Luminex has adopted a business model built around strategic
partnerships. We have licensed our xMAP technology to companies, who then develop products that incorporate the
XMAP technology into products that.they sell to the end-user. Luminex develops and manufactures the proprietary
xMAP laboratory instrumentation and the proprietary XMAP microspheres and sells these products to its partners. Our
partners then sell xMAP instrumentation and xMAP-based reagent consumable products, which run on the
instrumentation, to the end-user laboratory. Luminex was founded on this model, and our success to date has been due
to this model, As of the end of 2007, Luminex had 58 strategic partners, 30 of which have released commercialized
reagent-based products using our technology, and these partners had sold and placed 4,979 xMAP-based instruments in
laboratories worldwide. '

Beginning in 2006, the Company began developing proprietary assays through LBG. This development was
supplemented in 2007 by our acquisition of Tm Bioscience. Our newly formed assay segment is focusing on the
molecular diagnostics market.

Luminex has several forms of revenue that result from this partner model:

= System revenue is generated from the sale of our xMAP systems and peripherals. Currently system revenue is
derived from the sale of the Luminex 100 and 200 analyzers often coupled with an optional XY Platform and/or
Sheath Delivery System. We currently expect the average system price to be between 325,000 and $30,000 in a
given reporting period. This metric includes all configurations of our xMAP systems including refurbished
systems, demonstration systems and modular components.

* Consumable revenue is generated from the sale of our dyed polystyrene microspheres and sheath fluid. Our
larger commercial and development partners often purchase these consumables in bulk to minimize the number
of incoming qualification events and to allow for longer development and preduction runs,

»  Royalty revenue is generated when a partner sells a kit incorporating our proprietary microspheres to an end
user or when a partner utilizes a kit to provide a testing result to a user. End users can be facilities such as
testing labs, development facilities and research facilities that buy prepared kits and have specific testing needs
or testing service companies that provide assay results to pharmaceutical research companies or physicians.

»  Assay revenue is generated from the sale of our kits which are a combination of chemical and biological
reagents and our proprietary bead technology used to perform diagnostic and research assays on samples. For
the year ended December 31, 2007, assay revenue includes revenue since March 1, 2007 from LMD as a result
of our acquisition which was effective March 1, 2007. Assay revenue generated from LBG is also classified
here. Previously, assay revenue generated from LBG was recorded in other revenue as it did not constitute as
material amount of total revenue.
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= Service revenue is generated when a partner or other owner of a system purchases a service contract from us
after the warranty has expired. Service contract revenue is amortized over the life of the contract and the costs
associated with those contracts are recognized as incurred.

«  QOther revenue consists of items such as training, shipping, parts sales, license revenue, grant revenue, contract
research and development fees and milestone revenue and other items that individually amount to less than 5%
of total revenue.

2007 Highlights

»  Luminex grew total revenue by approximately 42% over 2006 revenue of $53.0 million

»  (iross margin percentage of 61%, consistent with 2006

o  Record system shipments of 862 for the year ended December 31, 2007

e US. Food and Drug Administration {FDA) clearance of xTAG ™ Respiratory Viral Panel (RVP), as of
January 3, 2008

+» Completion of the Tm Bioscience acquisition

»  Cumulative world wide system sales to date of 4,979 systems

* Settiement of Rules Based Medicine, Inc. (RBM) litigation for total proceeds to the Company of §12.5
million

Acquisition of Tm Bioscience

On March 1, 2007, we completed our acquisition of LMD, formerly Tm Bioscience Corporation, for $49.4 million,
Upon closing the acquisition, we exchanged 0.06 shares of Luminex common stock for each outstanding Tm Share,
which resulted in the issuance of approximately 3.2 million shares of Luminex common stock valued at $41.8 million.
We retired debt of $13.2 million and incurred approximately 35.7 million of expense associated with advisors,
consultants, and other transaction related costs in connection with the acquisition.

Change in Cash Position

Qur cash, cash equivalents and investments were reduced by approximately $11.5 million during the twetve months
ended December 31, 2007 due primarily to the $18.9 million of specifically indentified costs associated with the
acquisition, offset by receipt of the RBM settlement of $12.5 million, and our purchase property, plant and equipment of
$6.7 million primarily for our manufacturing expansion in preparation for new product offers, expansion of capacity and
facility expansion to accommodate our growth. To support our cash and investments position, the Company secured a
revolving credit facility for up to $15.0 million in conjunction with the Tm acquisition, which, as of December 31, 2007
and subject to the borrowing base requirements, would allow for borrowings of up to approximately $10.6 million.

Segment Information

Luminex has two reportable segments: The Technology Segment and the Assay Segmeni. The Technology
Segment, which is our base business, consists of system sales to partners, raw bead sales, royalties, service and support
of the technology, and other miscellaneous items. The Assay Segment consists of LBG and LMD. This segment is
primarily involved in the development and sale of assays on xMAP technology for use on Luminex’s installed base of
systems,

Future Operations

We expect 2008 revenue growth to be driven by sustained adoption of our core technology coupled with assay
introduction and commercialization by the Assay Segment. The anticipated continued shift in revenue concentration
towards higher margin items, such as assays, consumables and royalties, should provide favorable gross margins.
Additionally, we believe that a sustained investment into R&D is necessary in order to meet the needs of our
marketplace; however, we estimate that R&D expenditures for 2008 will decline as a percent of revenue from 2007
towards our long term target of 15% of revenue. Finally, we believe our partner model allows us to leverage our
operating expenses which, assuming the revenue increases and R&D expense described above, should allow us to
generate increased operating income for 2008 as a percentage of total revenue from our core business.
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We expect our primary challenges to be increasing traction of partner products incorporating Luminex technology,
capitalizing on the realized synergies of the Tm acquisition, commercialization and market adoption of output from the
Assay Segment and expanding our footprint and reputation within our identified target market segments.

Critical Accounting Policies

The discussion and analysis of our financial condition and results of operations are based upon our consolidated
financial statements, which have been prepared in accordance with United States generally accepted accounting
principles. The preparation of these financial statements requires us to make estimates and judgments that affect the
reported amounts of assets, liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities.
We base our estimates on historical experience and on various other assumptions that are believed to be reasonable under
the circumstances, the results of which form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources. A summary of our significant accounting policies is described
in Note 1 of our Consolidated Financial Statements provided herein in ltem 8. Estimates and assumptions are reviewed
periodically. Actual results may differ from these estimates under different assumptions or conditions.

Revenue Recognition. Revenue on sales of our products is recognized when persuasive evidence of an agreement
exists, delivery has occurred, the fee is fixed and determinable and collectability is probable. Generally, these criteria are
met at the time our product is shipped. If the criteria for revenue recognition are not met at the time of shipment, the
revenue is deferred until all criteria ar¢ met, Royalty revenue is generated when a partner sells products incorporating
our technology, provides testing services to third parties using our technology or resells our consumables. Royalty
revenue is recognized as it is reported to us by our partners; therefore, the underlying end-user sales may be related 1o
prior periods. We also sell extended service contracts for maintenance and support of our products. Revenue for service
contracts is recognized ratably over the term of the agreement.

Upfront payments from our strategic partners are nonrefundable and will be recognized as revenue as our strategic
partners purchase products or applied against royalty payments. Nonrefundable license fees are amortized into revenue
over the estimated life of the license agreements,

Grant revenue consists of amounts earned under research agreements with govemment grants, which is recognized in
the period during which the related costs are incurred.

Inventory Valuation. Inventories are valued at the lower of cost or market value and have been reduced by an
allowance for excess and obsolete inventories. The two major components of the allowance for excess and obsolete
inventory were (i) a specific reserve for inventory items that we no longer use in the manufacture of our products or that
no longer meet our specifications and (il) a reserve against slow moving items for potential obsolescence. The total
estimated allowance is reviewed on a regular basis and adjusted based on management’s review of inventories on hand
compared to estimated future usage and sales, While management believes that adequate write-downs for inventory
obsolescence have been made in the consolidated financial statements, scientific and technological advances will
continue and the Company could experience additional inventory write-downs in the future. However, the Company
does not believe this estimate is subject to significant variability.

Warranties. We provide for the estimated cost of product warranties at the time revenue is recognized. While we
engage in product quality programs and processes, our warranty obligation is affected by product failure rates, material
usage and service delivery costs incurred in correcting a product failure. Should actual product failure rates, material
usage or service delivery costs differ from our estimates, revisions to the estimated warranty liability would be required.
However, the Company does not believe this estimate is subject to significant variability.




Accounts Receivable and Allowance for Doubtfil Accounts. We continuously menitor collections and payments
from our customers and maintain allowances for doubtful accounts based upon our historical experience and any specific
customer collection issues that we have identified, While such credit losses historically have been within our
expectations, there can be no assurance that we will continue to experience the same level of credit losses that we have in
the past. A significant change in the liquidity or financial position of any one of our significant customers, or a
deterioration in the economic environment, in general, could have a material adverse impact on the collectability of our
accounts receivable and our future operating results, including a reduction in future revenues and additional allowances
for doubtful accounts. However, the Company does not believe this estimate is subject to significant variability.

Purchase Price Allocation, Intangibles and Goodwill. The purchase price allocation for acquisitions requires
extensive use of accounting estimates and judgments to allocate the purchase price to the identifiable tangible and
intangible assets acquired, including in-process research and development (IPR&D), and liabilities assumed based on
their respective fair values. Intangible assets with definite lives are amortized over the assets’ estimated useful lives
using the straight-line method. The Company periodically reviews the estimated useful lives of its identifiable
intangible assets, taking into consideration any events or circumstances that might result in a diminished fair value or
revised useful life.

On March 1, 2007, we acquired Tm for an aggregate purchase price of approximately $49.4 million. The purchase
price for the acquisition was allocated to tangible and intangible assets acquired and liabililies assumed based on their
estimated fair values at the acquisition date. We completed the process of determining the estimated fair values of
IPR&D, identiftable intangible assets and certain tangible assets. Such a valuation required significant estimates and
assumptions, including but not limited to, determining the timing and estimated costs to complete the in-process projects,
projecting regulatory approvals, estimating future cash flows, and developing appropriate discount rates. We believe the
estimated fair values assigned to the assets acquired and liabilities assumed were based on reasonable assumptions.

IPR&D represents the value, on closing of a business combination, of acquired research and development projects
which were not technologically feasible as of the acquisition date and had no alternative future use. Projects with a value
of $7.4 million that were in process at Tm prior to the acquisition were deemed not technologically feasible and were
charged to net loss during the twelve months ended December 31, 2007 as IPR&D expense.

SFAS No. 142 “Goodwill and Other Intangible Asscts” requires that goodwill and certain intangible assets be
assessed for impairment at a reporting unit level at least annually. We evaluate the carrying value of goodwill and other
intangible assets annually or more frequently if there is evidence that certain events or changes in circumstances indicate
that the carrying amount of these assets may not be recoverable.  1f the carrying amount of a reporting unit exceeds its
fair value, then a goodwill impairment test is performed to measure the amount of the impairment loss, if any. We
would recognize an impairment charge for any amount by which the carrying amount of goodwill exceeds its fair value.
Determining the fair value of goodwill is judgmental in nature and often involves the use of estimates and assumptions.
Estimates of fair value are primarily determined using discounted cash flows and market comparisons. As of December
31. 2007, we have $39.6 million of goodwill, which has been allocated to the assay segment which includes LMD. We
have performed out annual test of goodwill, and have determined there has been no impairment of goodwill as of
December 31, 2007.
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Consolidated Results of Operations

The following table sets forth the percentage of total revenue of certain items in the Consolidated Statements of
Operations. The financial information and the discussion below should be read in conjunction with the Consolidated
Financial Statements and Notes thereto.

Revenue

Costof TeVENUIE. ...t

Grossprofit...............oooiii

Operating expenses

Research and development..........................

Selling, general and administrative

In-process research and development expense

Total operating expenses..........................

Loss from operations. .........cvcvvrievvarinnses aeens

Interest expense from long-term debt............

Otherincome, net..........oooiiiiiiiiiiiaiinnns

Settlement of litigation...................coeeen,

Gain on settlement of liability......................

INCOME LaXES. ottt irrarireaereeinen,

Netincome (10SS)..........cooviiiiviiiiiiriinneanens

Year Ended December 31,

2007 2006 2005
100% 100% 100%
39 % 39 % 47%
61 % 61 % 53 %
21% 16 % 13 %
54 % 46 % 48 %
10 % 0% 0%
85 % 62 % 61 %
(23)% (1)% (8)%
(1)% - -
2% 4% 3%
15% - (%

3% - - -
(4%

3% (6)%

Year Ended December 31, 2007 Compared to Year Ended December 31, 2006

Year Ended December 31,

2007 2006 Variance Variance
(4] (%)
(in thousands)
Revenue. ... ... $ 75,010 § 52,589 5 22,021 42%
Gross profit.........ooooeiiiiiiiiiini $ 46,094 3 32,252 $ 13,842 43%
Gross margin percentage............o.oooiiiiiiiniiiiieiian.. 61% 61% % N/A
Operating EXPeNSeS.......vvvvrearierreneierrerenianenrinenees $ 63,512 $ 32,833 $ 30,679 93%
Net (1088) INCOME. ...oviniiiiiiiini i £ @711 8§ 1,50 5 (4,218 280%

Revenue. Total revenue increased to $75.0 million for the year ended December 31, 2007 from $53.0 million in 2006.
The increase in revenue was primarily attributable to the Assay Segment (including the acquisition of LMD and
increased activity by LBG) and, in addition, to a lesser extent increases in consumable and royalty revenues and system

sales in the Technology Segment.

-
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A breakdown of revenue for the years ended December 31 is as follows (in thousands):

Consolidated

Year Ended December 31,

2007 2006

System sales.......oocoiiiinniiinnns $ 24428 $ 20,644
Consumable sales................... 19,199 15,676
Royalty revenue..............coeveo. 10,244 8,228
ASSAY TEVENUE. ....vvvirieenannnns 11,323 19
Service CONIracts......covvevevnnens. 4,431 3,450 .
Other revenue..........coovvivenene. 5,385 4,972 ‘

$ 75,010 $ 52,989

We continue to have revenue concentration in a limited number of strategic partners, as the top five customers, by
revenue, accounted for 52% of total revenue in 2007. In particular, two customers accounted for 33% of 2007 total
revenue (20% and 15%, respectively). No other customer accounted for more than 10% of total revenue. See the
segment discussions that follow on pages 41-44 for additional revenue discussion.

Gross Profit. Gross profit increased to $46.1 million for the year ended December 31, 2007, as compared to $32.3
million for the year ended December 31, 2006. The gross profit margin rate (gross profit as a percentage of total revenue)
was 61% for the year ended December 31, 2007, consistent with the year ended December 31, 2006. The flat gross
margin rate was primarily attributable to the acquisition of a company with lower gross margins offset by an increase in
high margin consumables and royalty revenue. The increase in gross profit, in dollar amount was primarily attributable
to the overall increase in revenue. We anticipate continued fluctuation in gross profit margin and related gross profit
primarily as a result of variability in partner bulk purchases and the absolute number of sales of quarterly system sales.

Research and Development Expense. Research and development expenses increased to $15.4 million for the year
ended December 31, 2007 from $8.7 million for the year ended December 31, 2006. The increase was primarily
atiributable to increases in personnel costs associated with the addition of employees in 2007 related to the LMD
acquisition. Research and development headcount at December 31, 2007 was 111 as compared to 61 at December 31,
2006. The increase in the number of employees has allowed us to increase our focus on development of our system,
consumable and software products and the expansion of applications for use on our platforms. As a percentage of
revenue, research and development expense increased to 21% in 2007 as compared with 16% in 2006. Our current
expectation is for research and development expenses to be between 15% and 20% of total revenue for 2008.

Selling, General and Administrative Expense. Selling, general and administrative expenses increased to $40.7 million
for the year ended December 31, 2007 from $24.2 million for the comparable period in 2006. The increase was
primarily attributable to the acquisition of the LMD and to a lesser extent an increase in stock compensation expense and
the impact of foreign exchange transaction losses related to foreign currency denominated balances. As a percentage of
revenue, selling, general and administrative expenses were 54% in 2007 and 46% in 2006. We intend to manage our
2008 quarterly expenses towards the same amount that we reported for the fourth quarter of 2007, excluding the impact
of foreign exchange transaction losses related to foreign currency denominated balances. '

Other Income, net. Other income, consisting primarily of interest in our cash and investment balances, decreased to
$1.7 million for the year ended Decermnber 31, 2007 from $2.1 million for the year ended December 31, 2006.

Settlement of litigation. The Company settled its pending litigation with RBM on October 15, 2007. As part of the
settlement, Luminex received a cash payment of $12.5 million. $11.5 million was recognized as part of net income,

while $1.0 million was deferred for licensing rights granted to RBM from Luminex.

Gain on settlement of liability. $2.3 million was recognized in the year ended December 31, 2007 related to the
settlement of a liability related to the renegotiation of a contract acquired as part of the acquisition of Tm.
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Year Ended December 31, 2006 Compared to Year Ended December 31, 2005

Year Ended December 31,

2006 2005 Yariance Variance
) (%)
(in thousands)
Revenue................ s § 52,989 S 42,313 $ 10,676 25%
Gross profit......coooioeiiii e $ 32,252 $ 22321 $ 9,931 44%,
(Gross margin percentage. ... .....coccvvververerinnenarnnnns e 61% 53% 8% N/A
Operating eXpPenses. ... .....c.ooovvieienienieraenarainrinnnns $ 32,833 § 25,817 3 7,016 27%
Net income (l0SS)... oot $ 1,507 $ (2,666) % 4173 157%

Revenue. Total revenue increased to $53.0 million for the year ended December 31, 2006 from $42.3 million in 2005.
The increase in revenue was primarily attributable to our continued increase in royalty revenue, an indicator of increased
acceptance and utilization of our technology in the marketplace,

A breakdown of revenue for the years ended December 31 is as follows (in thousands):

2006 2065
Systemsales............oiiiii 5 20,044 $ 18812
Consumable sales..........ooovviiiiiiiiiiiiiiae. 15,676 13,084
Royalty revenue. ..., 8,228 5,255
ASSAY TEVETUC. ...ttt ea e, 19 -
Service COMTACES... ...t 3,450 2,444
Otherrevenue. .. ..ot 4,972 2,718

$ 52989 § 42313

Gross Profit. Gross profit increased to $32.3 million for the year ended December 31, 2006, as compared to $22.3
million for the year ended December 31, 2005. The gross margin percentage increased to 61% for the year ended
December 31, 2006 from 53% for the year ended December 31, 2005. The increase in gross margin was primarily
attributable to the increase in royalties as a percentage of (otal revenue, an increase in the average system sales price
which is a result of pariner mix and system configuration fluctuations and to a lesser extent the $352,000 of grant
revenue and a $300,000 milestone payment {from a partner.

Research and Development Expense. Research and development expenses increased to $8.7 million for the year
ended December 31, 2006 from $5.6 million for the year ended December 31, 2005. The increase was primarily
attributable to increases in personnel costs associated with the addition of employees in 2006 and to a lesser extent
increased costs related to.direct materials and consumable supplies utilized in the research and development process and
increased stock compensation expense resulting from the adoption of Statement of Financial Accounting Standards
(“SFAS”) No. 123(R) “Share-Based Payment” (“SFAS 123(R)”). Research and development headcount at December
31, 2006 was 61 as compared to 42 at December 31, 2005. As a percentage of revenue, research and development
expense increased to 16% in 2006 as compared with 13% in 2003,

Selling, General and Administrative Expense. Selling, general and administrative expenses increased to $24.2 million
for the year ended December 31, 2006 from $20.2 million for the comparable period in 2005. The increase was
primarily attributable to increased stock compensation expense resulting from the adoption of SFAS 123(R).  Stock
compensation increased to $4.6 million for the year ended December 31, 2006 from $1.5 million for fiscal 2005. To a
lesser extent, the increase in selling, general and administrative expenses was a result of additional personne! cost
associated with the increase in employees to 73 at December 31, 2006 from 70 at December 31, 2005. As a percentage
of revenue, selling, general and administrative expenses were 46% in 2006 and 48% in 2005,

Other Income, net. Other income, consisting primarily of interest in our cash and investment balances, increased to
$2.1 million for the year ended December 31, 2006 from $1.2 million for the year ended December 31, 2005.
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Segment Results of ‘Operations

Technology Segment
Selected financial data for the year ended December 31, 2007 and 2006 of our Technology Segment is as follows:

Year Ended December 31,

2007 2006 Variance Variance
(8} (%)
(in thousands)

REVETIUE. . oottt e e iaeaiaans $ 62,436 $ 52,970 $ 9466 18%
Gross Profit..vveee e $ 37,864 $ 32,243 § 5,621 17% -
GT0SS MArgin percentage. ... ...ovovnvvvninrivnieereaaenenen. 61% 61% 0% N/A
Operating eXpenses. .........ovveuiiniaierianiiaaiaiaies $ 38391 $ 30,793 $ 7,598 25%
NELINCOMIE, . ..ot ie et eenens $ 12,330 $ 3,538 § 8,792 249%

Revenue. Total revenue increased 18% to $62.4 million for the year ended December 31, 2007 from $53.0 million in
2006. The increase in revenue was primarily attributable to an increase in system sales and consumable revenue as will
as the continued acceptance and utilization of our technology in the marketplace as evidenced by our continued increase
in royalty revenue.

A breakdown of revenue in the Technology Segment for the years ended December 31 is as follows (in thousands):

Year Ended December 31,

2007 2006
System sales..........oooeeeiiann. $ 23,320 $ 20644
Consumable sales................... 19,197 15,676
Royalty revenue.........cooeevennes 10,213 8,228
Service contracts.......c.oeeeneennn. 4,431 3.450
ASSAY TEVENUE. ....vvviiniiininns - -
Other revenue..........oocvvveerenns 5,275 4,972

§ 62,436 $ 52,970

The top five customers, by revenue, accounted for 61% of total revenue in 2007. In particular, two customers
accounted for 42% of 2007 total technology segment revenue (24% and 18%, respectively). No other customer
accounted for more than 10% of total technology segment revenue.

System and peripheral component sales increased 13% to $23.3 million for the year ended December 31, 2007 from
$20.6 million for the year ended December 31, 2006. System sales increased to 838 LX systems for 2007 as compared
to 718 (717 LX systems and | HTS) in the prior year, bringing total system sales to 4,979 as of December 31, 2007.

Consumable sales, comprised of microspheres and sheath fluid, increased 22% to $19.2 million during 2007 from
$15.7 million in 2006. We believe the increase is primarily the result of the increased use and acceptance of our
technology and the increased installed base of our systems. Partners who reported royalty bearing sales accounted for
$16.1 million, or 84%, of total consumable sales for the year ended December 31, 2007, In addition, during 2007 we had
41 bulk purchases of consumables totaling approximately $14.3 million as compared with 31 bulk purchases totaling
approximately $10.4 million in the prior year. A bulk purchase is defined as the purchase of $100,000 or more of
consumables in a quarter. As the number of applications available on our platform expands, we anticipate that the overall
level of consumable sales, and related bulk purchases, will continue to rise.
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Royalty revenue increased 24% to $10.2 million for the year ended December 31, 2007 from $8.2 millien for the year
ended December 31, 2006. We believe this increase is primarily the result of the increased use and acceptance of our
technology. For the year ended December 31, 2007, we had 30 commercial partners submit royalties as compared with
32 for the year ended December 31, 2006. Additionally, the 30 partners from whom we recognized $8.2 million in
royalties in 2006 represented approximately $9.9 million of the total royalties in 2007, an increase of approximately 21%
over their prior year payments. Total royalty bearing sales reported to us by our partners were approximately $167
million for the year ended December 31, 2007 as compared to $132.0 million for the year ended December 31, 2006.

Service contracts, comprised of extended warranty contracts eamned ratably over the term of a contract, increased to
$4.4 million during 2007 from $3.5 million in 2006. This increase is attributable to increased sales of extended service
contracts, which are primarily-a result of the increase in the commercial base of Luminex systems as compared to the
prior year period. At December 31, 2007, we had 799 Luminex systems covered under extended service agreements and
$1.8 million in deferred revenue related to those contracts. At December 31, 2006, we had 651 Luminex systems
covered under extended service agreements and $1.8 million in deferred revenue related to those contracts.

Other revenue, comprised of training revenue, shipping revenue, miscellaneous part sales, amortized license fees,
reagent sales and grant revenue, increased to $5.3 million for the year ended December 31, 2007 from $5.0 million for
the year ended December 31, 2006. The increase was primarily attributable to an increase in grant revenue. Grant
revenue increased to $932,000 for the year ended December 31, 2007 from $352,000 for the year ended December 31,
2006. During 2007, we were awarded an additional government grant from the Defense Advanced Research Projects
Agency (“"DARPA™) in addition to successfully completing grants from DARPA and the Homeland Security Advance
Research Projects Agency that we were awarded in 2006. The additional grant from DARPA awarded in 2007 is_to
develop a multiplex assay system platform which can be employed to quickly determine clinically relevant biological
exposure and accurately identify biological agents in the environment. This platform could lead to a high-performance,
low-cost and portable instrument with applications in biological agent sensing and military diagnostics. This grant will
allow us to accelerate our product development of related commercial products (such as a point-of-care diagnostic
instrument} and is specifically designed to shrink both the cost and size of our current instrument. We believe
government grants are significant because they help support our R&D efforts, establish our footprint in the Bio-Defense
sector and open the door for future grants.

Gross Profit. The gross profit margin rate (gross profit as a percentage of total revenue) was flat at 61% for the year
ended December 31, 2007 and 2006. Gross profit, in dollar amount, increased to $37.9 million for the vear ended
December 31, 2007, as compared to $32.2 million for the year ended December 31, 2006. The flat gross margin rate was
primarily attributable to a similar product mix in the year ended December 31, 2007 as compared to the year ended
December 31, 2006. The increase in gross profit, in dollar amount, was primarily attributable to the overall increase in
revenue. Consumables and royalties comprised $29.4 million, or 47%, of revenue for the year ended December 31, 2007
and $23.9 million, or 45%, for the year ended December 31, 2006. We anticipate continued fluctuation in gross profit
margin and related gross profit primarily as a result of variability in partner bulk purchases and absolute number of sales
of quarterly system sales. i ’

Operating expenses. Research and development expenses increased to $8.9 million for the year ended December 31,
2007 from $7.5 million for the year ended December 31, 2006. The increase was primarily attributable to increases in
personnel costs associated with the addition of employees in 2007. Research and development headcount at December
31, 2007 was 70 as compared to 57 at December 31, 2006. This increase was partially offset by a decrease in costs
related to direct materials and consumables utilized in the research and development process. The increase in the
number of employees has allowed us to increase our focus on development of our system, consumable and software
products and the expansion of applications for use on our platforms. As a percentage of revenue, research and
development expense remained flat at 14% in 2007 as compared with 2006,

Selling, general and administrative expenses increased to $29.4 million for the year ended December 31, 2007 from
$23.5 million for the comparable period in 2006. The increase was primarily attributable to additional personnel cost
associated with the increase in employees to 81 at December 31, 2007 from 70 at December 31, 2006 and to a lesser
extent, an increase in stock compensation expense. As a percentage of revenue, selling, general and administrative
expenses were 47% in 2007 and 44% in 2006.
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Settlement of litigation. The Company settled its pending litigation with RBM on October 15, 2007. As part of the
settlement, Luminex received a cash payment of $12.5 million. $11.5 million was recognized as part of net income,
while $1.0 million was deferred for licensing rights granted to RBM from Luminex.

Assay Segment
Selected financial data for the year ended December 31, 2007 and 2006 of our Assay Segment is as follows:

Year Ended December 31,

2007 2006 Variance Variance
$ (%)
(in thousands) _
Revenue........cooeoviininiinncnn, U $ 12,574 $ 19 $ 12,555 66079%
Gross profil........ooii e $ 8,230 $ 9 $ 8221 91344%
Gross marginl PErCeNtaEe. ....ovuvenerinenreinrnriaranens 65% 47% 18% N/A
Operating eXpensSes. ......o.vuvivrroreraranaceinaeacaanaennan $ 25,121 $ 2,040 $ 23,081 1131%
INELLOSE. ittt et ae e e e et ra i $ (15040 $ (2,031 % (13,010) 641%

Revenue. Revenues were derived from LBG for the twelve months ended December 31, 2007 and 2006 and also
from LMD from March 1, 2007 through December 31, 2007.

A breakdown of revenue in the Assay Segment for the years ended December 31 is as follows (in thousands):

Year Ended December 31,

2007 2006

System sales.................ooennen. $ 1,108 8 -
Consumable sales................... 2 -
Rovalty revenue..................... 31 -
Service contracts.................... - -
ASSAY reVENUE......cooninrnenninns 11,323 19
Other revenue........... e 110 -

$ 12,574 $ 19

The top five customers, by revenue, accounted for 64% of total revenue in 2007. In particular, two customers
accounted for 46% of 2007 total revenue (33% and 13%, respectively). No other customer accounted for more than 10%
of total revenue. Assay revenue consists primarily of kits of which the majority relates to our Cystic Fibrosis products.
System sales during the twelve months ended 2007 in the Assay Segment were 24 LX Systems. Other revenue includes
contract research and development fees and commercial milestone revenue.

Operating expenses. Research and development expenses increased to $6.4 million for the year ended December 31,
2007 from $1.2 million for the year ended December 31, 2006. The increase in research and development expenses can
be primarily attributed to the addition of the acquisition of LMD. LMD contributed approximately 60% of all reésearch
and development expenses. The LBG division contributed the remaining 40%. The LBG division research and
development expenses increased 117% to $2.6 million primarily as a result of increased activity related to product
development.

Selling, general and adminisirative expenses increased to $9.6 million for the year ended December 31, 2007 from
$863,000 for the comparable period in 2006. As previously discussed, the expenses for the twelve months ended
December 31, 2007 include expenses related to LBG for the entire twelve months and expenses related to LMD from
March 1, 2007, the date of acquisition, to December 31, 2007, The overall increase in selling, general and administrative
expenses was primarily attributable to the addition of the LMD division and to a lesser extent increased activity by the
LBG and the impact of foreign exchange transaction losses related to foreign currency denominated balances. The LMD
division contributed $8.5 million of selling, general and administrative expenses, or 89%. The LBG division contributed
the remaining 11%. The LBG division selling, general and administrative expenses increased 36% to $1.1 million
primarily as a result of increased headcount.
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Gain on settlement of liability. $2.3 million was recognized in the year ended December 31, 2007 related to the
settlement of a liability related to the renegotiation of a contract acquired as part of the acquisition of Tm.

We operated under one segment through the end of 2006; therefore, we have not included a 2006 to 2005 comparison
by segment.

Liquidity and Capital Resources

December 31, December 31,
2007 2006
Cash and cash equivalents.................coooiin, $ 27,233 $ 27.414
Short-term InVestmeEntS.......ooviiiii i 6,944 10,956
Long-terim investments. .. .......cvveeinviieieiiiereaeaeienan, - 7,346
$ 34,177 $ 45,716

At December 31, 2007, we held cash and cash equivalents, and short-term and long-term investments, of $34.2
million and had working capital of $40.8 million. At December 31, 2006, we held cash and cash equivalents, and short-
term and long-term investments, of $45.7 million and had working capital of $44.2 million. The purchase price of the
Tm acquisition was approximately $49.4 million, including common stock valued at $41.8 million. In connection with
closing the acquisition, we paid off $13.2 million of Tm’s debt and related fees and paid transaction expenses of
approximately $5.7 million (including $3.6 million of transaction costs included as part of the purchase price and $2.1
million of LMD transaction costs incurred prior to March 1, 2007). Qur cash, cash equivalents and investments have
been reduced by approximately $11.5 million during the year ended December 31, 2007 due primarily to the $18.9
million of specifically indentified costs associated with the acquisition, our purchase property, plant and equipment of
$6.7 million primarily for our manufacturing expansion in preparation for new product offers, expansion of capacity and
facility expansion to accommodate our growth, offset by the receipt of $12.5 million in the RBM settlement in the fourth
quarter of 2007.

We have funded our operations to date primarily through the issuance of equity securities. Our cash reserves are held
directly or indirectly in a variety of short-term, interest-bearing instruments, including obligations of the United States
government or agencies thereof and U.S. corporate debt securities. We do not have any ‘investments in asset-backed
commercial paper.

Cash provided by operations was $8.4 million for the year ended December 31, 2007. Significant items affecting
operating cash flows for the period were our net loss of $2.7 million and adjustments for depreciation and amortization
of $5.1 million, the write-off of in-process research and development of $7.4 million, and stock compensation of $6.6
million, offset by an increase in accounts receivable of $3.3 million and a gain on settlement of liability of $2.3 million.

Cash provided by investing was $1.8 million for the year ended December 31, 2007 as compared with cash used in
investing of $4.5 million for the year ended December 31, 2006. In 2007, our capital expenditures for property, plant
and equipment increased significantly to $6.7 million from $2.6 million in 2006, primarily as a result our manufacturing
expansion in preparation for the introduction of new products, expansion of capacity, and facility and ERP expansion to
accommodate our growth and LMD. Currently, exclusive of changes in investments, we expect cash used in investing
activities to be primarily for purchases of property, plant and equipment and for it to decrease towards historical levels.

Cash used in financing activities was $10.5 million for the year ended December 31, 2007 as compared with cash

provided by financing activities of $2.6 million for the year ended December 31, 2006, In 2007, our payments on debt
were $12.3 million for Tm debt retired in connection with the acquisition.
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We expect research and development expense as a percent of revenue to decrease to between 15% and 20% of total
revenue in 2008. While the percent is expected to decrease, we expect research and development expense absolute
dollars to scale with the company’s revenue growth as a result of our continuing investment in the research and
development pipeline to support our strategy and expanded focus on product and platform development. We do not
expect selling, general and administrative expenses in 2008, excluding the impact of foreign exchange on foreign
denominated balances, to continue to increase at the same rate as in prior year as management believes it can leverage
the current level of expenses to adequately support the ongoing growth of our business.

Our future capital requirements will depend on a number of factors, including our success in developing and
expanding markets for our products, payments under possible future strategic arrangements, continued progress of our
research and development of potential products, the timing and outcome of regulatory approvals, the need to acquire
licenses to new technology, costs associated with strategic acquisitions including integration costs and assumed
liabilities, the status of competitive- products and potential cost associated with both protecting and defending our
intellectual property. Additionally, actions taken as a result of the ongoing internal evaluation of our business could
result in expenditures not currently contemplated in our estimates for 2008. We believe, however, that our existing cash
and cash equivalents together with availability under our revolving credit facility as described below are sufficient to
fund our operaling expenses, capital equipment requirements and other expected liquidity requirements for the coming
twelve months, Based upon our current operating plan and structure, management anticipates total cash use for 2008 to
be no more than approximately $5.0 million, giving us an anticipated balance in cash, cash equivalents, short-term and
long-term investments at December 31, 2008 of approximately $25.0 million to approximately $30.0 million. Factors
that could affect this estimate, in addition to those listed above, include: (i} continued collections of accounts receivable
consistent with our historical experience, (ii) our ability to manage our inventory levels consistent with past practices,
(iii) signing of partnership agreements which include significant up front license fees, and (iv) unanticipated costs
associated with, and the negative operating cash flows resulting from, the LMD acquisition. See also the “Safe Harbor
Cautionary Statement” and Item 1A. Risk Factors above.

On March 1, 2007, the Company entered into a senior revolving credit facility with JPMorgan Chase Bank, N.A.,
which provides borrowings of up to a maximum aggregate principal amount outstanding of $15.0 million based on
availability under a borrowing base consisting of eligible accounts and inventory. The obligations under the senior
revolving credit facility are guaranteed by the wholly-owned domestic subsidiaries of the Company and secured by all of
the accounts, equipment inventory and general intangibles (excluding intellectual property) of the Company and the
guarantors including the pledge of an intercompany note from LMD and payable to the Company, Loans under the
senior credit facility accrue interest on the basis of either a base rate or a LIBOR rate. The base rate is calculated daily
and is the greater of (i) prime minus 1.00% and (ii) federal funds rate plus .50%. Borrowings at the LIBOR rate are
based on one, two or three month periods and interest is calculated by taking the sum of (i) the product of LIBOR for
such period and statutory reserves plus (ii) 1.75%. We pay a fee of 0.125% per annum on the unfunded portion of the
lender's aggregate commitment under the facility. Approximately, $10.6 million is available for borrowing at December
31, 2007.

The senior credit facility contains conditions to making loans, representations, warranties and covenants, including
financial covenants customary for a transaction of this type. Financial covenants include (i) a tangible net worth
covenant of $25.0 million following the acquisition and (ii) a liquidity. requirement of availability not less than the
funded debt of the Company and its subsidiaries (including LMD) calculated using the unencumbered cash, cash
equivalents and marketable securities of the Company and the guarantors. The senior credit facility also contains
customary events of default as well as restrictions on undertaking certain specified corporate actions, including, among
others, asset dispositions, acquisitions and other investments, dividends, fundamental corporate changes such as mergers
and consolidations, incurrence of additional indebtedness, creation of liens and negative pledges, transactions with
affiliates and agreements as to certain subsidiary restrictions and the creation of additional subsidiaries. If an event of
default occurs that is not otherwise waived or cured, the lender may terminate its obligations to make loans under the
senior credit facility and may declare the loans then outstanding under the senior credit facility to be due and payable.
We believe we are currently in compliance with our financial and other covenants under the senior credit facility. As of
March 11, 2008, no amounts were outstanding under the senior revolving credit facility.
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To the extent capital resources are insufficient to meet future capital requirements; we-wili have to raise additional
funds to continue the development and deployment of our technologies. There can be no assurance that debt or equity
funds will be available on favorable terms, if at all. To the extent that additional capital is raised through the sale of
equity or convertible debt securities, the issuance of those securities could result in dilution to our stockholders.
Moreover, incurring debt financing (under our new credit facility or otherwise) could result in a substantial portion of
our operating cash flow being dedicated to the payment of principal and interest on such indebtedness, could render us
more vulnerable to competitive pressures and economic downturns and could impose restrictions on our operations. If
adequate funds are not available, we may be required to curtail operations significantly or to obtain funds through
entering into agreements on unattractive terms.

Contractual Obligations
We currently have approximately $5.9 million in non-cancelable obligations for the next 12 months. These
obligations are included in our estimated cash usage during 2008. The following table reflects the Company’s totai

current non-cancelable obligations by period (in thousands):

Payment Due By Period

Less Than More Than

Contractual Obligations Total - 1 Year 1-3 Years 3-5 Years 5 Years
Non-cancelable rental

obligations.................ooeeen.n. $ 4,933 $ 2,506 $ 2,237 3 190 b -
Non-cancelable purchase

obligations V....................... 3,194 3,194 - - -
Long-term debt

obligations ... 5,725 134 1,401 4,190 -
Capital lease obligations.............. 96 37 59 - -
Total.....ooiviiiiiiiieiiiie e $ 13,948 $ 5,871 $ 3,697 $ 4,380 $ -

. {1) Purchase obligations include contractual arrangements in the form of purchase orders primarily a result of
normal inventory purchases or minimum payments due resulting when minimum purchase commitments are not
met. Purchase obligations relating to purchase orders do not extend beyond a year; however, we would expect
future years to have these purchase commitments that will arise in the ordinary course of business and will
generally increase or decrease according to fluctuations in overall sales volume,

(2) On December 12, 2003, LMD entered into an agreement with the Ministry of Industry of the Government of
Canada under which the Government agreed to invest up to Canadian (“Cdn™) $7.3 million relating to the
development of several genetic tests. Funds were advanced from Technology Partnerships Canada (“TPC™), a
special operating program, The actual payments received by the Company were predicated on eligible
expenditures made during the project period which ended July 31, 2006, LMD has received $4.3 million from
TPC which is expected to be repaid along with approximately $1.4 million of imputed interest for a total of
approximately $5.7 million.

LMD has agreed to repay the TPC funding through a royalty on specific assay revenue related to the funded
product development. Royalty payments commenced in 2007 at a rate of 1% of assay revenue and at a rate of
2.5% for 2008 and thereafter. Apggregate royalty repayment will continue until total advances plus imputed
interest has been repaid or until Aprit 30, 2015, whichever is earlier. The repayment obligation expires on April
30, 2015 and any unpaid balance will be cancelled and forgiven on that date. Should the term of repayment be
shorter than we expect due to higher than expected assay revenue, the effective interest rate would increase as
repayment is accelerated. Repayments denominated in U.S. Dollars are currently projected to be as shown in the
table above, but actual fiture sales generating a repayment obligation will vary from this projection and are
subject to the risks and uncertainties described elsewhere in this report, including under “Risk Factors” and *Safe
Harbor Cautionary Statement.” Furthermore, payment reflected in U.S. Dollars is subject to adjustment based
upon applicable exchange rates as of the reporting date.
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Inflation

We do not believe that inflation has had a direct adverse effect on our operations to date. However, a substantial
increase in product and manufacturing costs and personnel related expenses could have an adverse impact on our results
of operations in the event these expenses increase at a faster pace than we can increase our system, consumable and
royalty rates.

Recently Adopted Accounting Standards

In June 2006, the FASB issued FASB Interpretation (FIN) 48, “Accounting for Uncertainty in Income Taxes™. FIN
48 clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s financial statements in
accordance with SFAS 109, “Accounting for Income Taxes”. This Interpretation defines the minimum recognition
threshold a tax position is required to meet before being recognized in the financial statements. We adopted FIN 48 as of
January I, 2007. (See Note 10)

Recent Accounting Pronouncements

In September 2006, the FASB issued FAS No. 157, “Fair Value Measurements” (FAS 157). FAS 157 provides
enhanced guidance for using fair value to measure assets and liabilities. It does not require any new fair value
measurements, but does require expanded disclosures to provide information about the extent to which fair value is used
to measure assets and liabilities, the methods and assumptions used to measure fair value, and the effect of fair value
measures on earnings. In February 2008, the FASB issued FASB Staff Position FAS 157-2, “Effective Date of FASB
Statement No. 157" (the FSP). The FSP delayed, for one year, the effective date of FAS 157 for all nonfinancial assets
and liabilities, except those that are recognized or disclosed in the financial statements on at least an annual basis.
Consequently, FAS 157 will be effective for our fiscal year 2008 for financial assets and liabilities recognized or
disclosed in our Consolidated Financial Statements. The deferred provisions of FAS 157 will be effective for our fiscal
year 2009. We have evaluated the effects of the initial adoption of FAS 157 for our 2008 fiscal year and do not expect its
adoption will have a material impact on our Consolidated Financial Statements. We are currently evaluating the impact,
if any, of the entirety of FAS 157 on our fiscal year 2009 Consolidated Financial Staternents.

In February 2007, the FASB issued FAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilitics — Including an amendment of FASB Statement No. 115” (FAS 159). FAS 159 expands the use of fair value
accounting but does not affect existing standards that require assets or liabilities 10 be carried at fair value. Under FAS
159, a company may elect to use fair value to measure various assets and liabilities including accounts receivable,
available-for-sale and held-to-maturity securities, equity method investments, accounts payable, guarantees and issued
debt, If the use of fair value is elected, any upfront costs and fees related to the item must be recognized in earnings and
cannot be deferred. The fair value election is irrevocable and generally made on an instrument-by-instrument basis, even
if o company has similar instruments that it elects not to measure based on fair value. At the adoption date, unrealized
gains and losses on existing items for which fair value has been elected are reported as a cumulative adjustment to
beginning retained earnings. Subsequent to the adoption of FAS 159, changes in fair value are recognized in earnings.
FAS 159 is effective for our fiscal year 2008. We are currently evaluating the impact, if any, of FAS 159 on our
Consolidated Financial Statements.

In December 2007, the FASB issued FAS No. 141 (Revised 2007), “Business Combinations” (FAS 141R) which
replaces FAS No. 141, “Business Combinations™. FAS 141R establishes principles and requirements for how an acquirer
recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assumed, any
noncontrolling interest in the acquiree and the goodwill acquired. The statement aiso establishes disclosure requirements
that will cnable users to evaluate the nature and financial effects of the business combination. FAS 141R is effective for
our fiscal year 2009 and must be applied prospectively to all new acquisitions closing on or after January 1, 2009. Early
adoption of this standard is not permitted. We are currently evaluating the impact, if any, of FAS 14iR on our
Consolidated Financial Statements.
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In December 2007, the FASB issued FAS No. 160, “Noncontrotling Interests in Consolidated Financial Statements —
An Amendment of ARB No. 51" (FAS 160). FAS 160 requires that accounting and reporting for minority interests be
recharacterized as noncontrolling interests and classified as a component of equity. The standard is effective for our
fiscal year 2009 and must be applied prospectively. We do not expect that the adoption of FAS 160 will have a material
impact on our Consolidated Financial Statements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Interest Rate Risk. Our interest income is sensitive to changes in the general level of domestic interest rates,
particularly since our investments are in short-term and long-ternm instruments held to maturity. A 50 basis point
fluctuation from average investment returns at December 31, 2007 would yield an approximate 10% variance in overall
investment return. Due to our intentton to hold our investments to maturity, we have concluded that there is no material
market risk exposure.

Qur revolving credit facility also will be affected by fluctuations in interest rates as it is based on prime minus 1% or
the Federal Funds Effective Rate in effect plus 0.50%. As of December 31, 2007, the Company has not drawn on this
facility.

Foreign Currency Risk. As of December 31, 2007, as a resuit of our foreign operations, we have costs, assets and
liabilities that are denominated in foreign currencies, primarily Canadian dollars and to a lesser extent the Euro. For
example, some fixed asset purchases, certain expenses, and the TPC debt of our Canadian subsidiary, LMD, are
denominated in Canadian dollars while sales of products are primarily denominated in U.S. dollars. All transactions in
our Netherlands subsidiary are denominated in Euros. As a consequence, movements in exchange rates could cause our
foreign currency denominated expenses to fluctuate as a percentage of net revenue, affecting our profitability and cash
flows. A significant majority of our revenues are denominated in U.S. dollars. The impact of foreign exchange on
foreign denominated balances will vary in relation to changes between the U.S. and Canadian Dollar exchange rates. A
10% change in the Canadian Dollar in relation to the U.S. dollar could result in a foreign exchange impact of
approximately $409,000 dollars.

In addition, the indirect effect of fluctuations in interest rates and foreign currency exchange rates could have a
material adverse effect on our business financial condition and results of operations. For example, currency exchange
rate fluctuations could affect international demand for our products. In addition, interest rates fluctuations could affect
our customers’ buying patterns. Furthermore, interest rate and currency exchange rate fluctuations may broadly influence
the United States and foreign economies resulting in a material adverse effect on our business, financial condition and
results of operations. As a result, we cannot give any assurance as to the effect that future changes in foreign currency
rates will have on our consolidated financial position, results of operations or cash flows. Our aggregate foreign
currency transaction loss of $305,000 was included in determining our consolidated results for the year ended December
31, 2007.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
The Board of Directors and Shareholders of Luminex Corporation.

We have audited Luminex Corporation’s internal control over financial reporting as of December 31, 2007, based on
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (the COSO criteria). Luminex Corporation’s management is responsible for maintaining
effective internal control over financial reporting, and for its assessment of the effectiveness of internal control over
financial reporting included in the accompanying Management’s Report on Internal Contral over Financial Reporting.
Our respensibility is to express an opinion on the company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
effective intemal control over financial reporting was maintained in all material respects. Qur audit included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis
for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company’s internal control over financial reporting includes those policies
and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reascenable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the
financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

As indicated in the accompanying Management's Report on Internal Control over Financial Reporting, management's
assessment of and conclusion on the effectiveness of internal control over financial reporting did not include the internal
controls of Luminex Molecular Diagnostics, which is included in the 2007 consolidated financial statements of Luminex
Corporation and constituted 54% of total assets as of December 31, 2007 and [6% of revenues for the year then ended.
Our audit of internal control over financial reporting of Luminex Corporation also did not include an evaluation of the
internal control over financial reporting of Luminex Maolecular Diagnostics.

In our opinion, Luminex Corporation maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2007, based on the COSO criteria.

We alse have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated balance sheets of Luminex Corporation as of December 31, 2007 and 2006, and the related
consolidated statements of operations and comprehensive loss, stockholders’ equity, and cash flows for each of the three
years in the period ended December 31, 2007 of Luminex Corporation and our report dated March 12, 2008 expressed an
unqualified opinion thereon,

Austin, Texas
March 12, 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of
Luminex Corporation

We have audited the accompanying consolidated balance sheets of Luminex Corporation (the Company) as of
December 31, 2007 and 2006, and the reiated consolidated statements of operations and comprehensive loss,
stockholders® equity and cash flows for each of the three years in the period ended December 31, 2007. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Luminex Corporation at December 31, 2007 and 2006 and the consolidated results of
its operations and its cash flows for each of the three years in the period ended December 31, 2007, in conformity with
U.S. generally accepted accounting principles. '

As discussed in Note | to the financial statements, in 2007 the Company changed its method of accounting for income
tax uncertainties. As discussed in Note 1 to the financial statements, in 2006 the Company changed its method of
accounting for stock based compensation.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the Company’s internal control over financial reporting as of December 31, 2007, based on criteria established in
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission and our report dated March 12, 2008 expressed an unqualified opinion thereon.

Austin, Texas
Matrch 12, 2008
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LUMINEX CORPORATION
CONSOLIDATED BALANCE SHEETS
{In thousands, except share and per share amounts)

December 31,

2007 2006
ASSETS -
Current assets:
Cash and cash equivalents ... ..o e § 27,233 $ 27.414
3T g B 1= 101 B A T4 1 1<) (1 - 6,944 10,956
Accounts receivable, (net of allowance for doubtful accounts of
$356 and $301 at December 31, 2007 and 2006, respectively).................... 11,827 8,237
1A= 11T LT 1= A O RPPPUR 6,508 457
Prepaids and other ..ot e 856 1,917
Total CUITERt BSSBES L .o et e e e 53,368 53,095
Property and equiPmEnt, NEt ... ...t 12,673 4 985
[ntangible assets, DEl. ... e e e 16,919 -
Long-term inVeSHIMENS. .. ....oivititiiir et st ene et seraas v berenraereerreeeaans - 7,346
GoodWill. . 39,617 -
L6111 RSO RRTRN 982 1,270
TOAL ASSELS ....evvivreeeee oo et e $ 123,559 $ 66,696
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable.. ... ... § 3,346 $ 3,255
Accrued Habilities, ... ... e 6,811 2,905
e ermed PV I L s 2,410 2,756
Total current labilities ... ... . e 12,567 8916
Long-term debt. ... ..o 2,976 -
D erred evemUE. .. o s 4,536 3,621
Total abilities ..o e 20,079 12,537
Stockholders' equity:
Common stock, $.001 par value, 200,000,000 shares authorized; issued and
outstanding: 35,391 211 shares in 2007; 31,678,608 shares in 2006............. 35 32
Preferred stock, $.001 par value, 5,000,000 shares authorized; none
issued and outstanding. ..........ooiioeie i e - -
Additional paid-incapital ... 191,218 139,116
Accumulated other comprehensive 108S .........ooiiiiiii e, (8) 65
Accumulated defiCit ... (87,765) (85,054)
Total stockholders' equity ..........ooiii i e 103,480 54,159
Total liabilities and stockholders’ equity .............ooii i, $ 123,559 § 66.696

See the acompanying notes which are an integral part of these Consolidated Financial Statements.




LUMINEX CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS

{In thousands, except per share amounts)

Year Ended December 31,

2007 2006 2005
e < T TUTUO TR $ 75000 $ 52,989 $ 42313
Cost O TEVRINUE L ittt e e v 28,916 20,737 19,892
GTO8S PrOfit ..o et 46,094 32,252 22,321
Operating expenses:
Research and development ...........ooiviiiiinini i 15,383 8,673 5,600
Selling, general and administrative ... 40,729 24,160 20,217
In-process research and development.................... 7,400 - -
Total Operating EXPEeNSES . ... vuitiiiiairtirniariarrrrarireeanens 63,512 32,833 25,817
L0 from OPEratioNS ... ..oviit et {17,418) (581) (3,496)
Interest expense from long-termdebt.................. (513) - -
OUhEr INCOME, DEL ...\ it iirierietererrrere e e e riaaaeaiaanaaaes 1,665 2,108 1,174
Settlement of Htigation.............cooooiii 11,500 - (322)
Gain on settlement of Hability........cocoooii 2,345 - -
Income (loss) before iNCOME taXeS......oovvivieniieri e (2421 1,527 (2,644)
| STole 1 11 - T : (290) (20) (22)
Net income (loSS) ...ovieieii i § 2711 § 1,507 $  (2,666)
Net income (loss) per share, basic ............ooooiiiiiiiiiiiniien, $ (0,08 $ 0035 $  (0.09)
Shares used in computing net income (loss) per share, basic ........... 34,361 31,434 30,990
Net income (loss) per share, diluted .......... et e, $  (0.08) $ 0.05 $  (0.09)
Shares used in computing net income (loss) per share, diluted ......... 34,361 32,988 30,990

See the accompanying notes which are an integral part of these Consolidated Financial Statements,
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LUMINEX CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Year Ended December 31,
2007 2006 2005

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income (T0S5). .0 viriieiicir i e e nn $ 2,71 $ 1,507 $  {2,666)
Adjusiments to reconcile net income (loss) to net cash provided by
operating activities:

Depreciation and amortization Xpense.........oovviieiiiennnenn... 5,063, 1,483 1,048
In-process rescarch and development expense................. 7,400 - -
Gain on settlement of lability. ...l (2,345) - -
Amortization of deferred stock, restricted stock
and stock compensation eXpense............oooiiiiiiii i 6,593 5,511 1,675
Imputed interest.. ... e - (13) (13)
Loss on disposal of assets................coooiiiiiiiiiiii 88 4 83
LT s 268 (15) 9
Changes in operating asscts and liabilities:
Accounts receivable, net. ..o (3,255) (1,657 (716)
[MVENIOMIES, MEL. ... . i e e e ae e e ey (129) (290) 3,369
OhEr ASSEIS. .o i i e 1,019 (1,009) (332)
Accounts payable. ... (2,958) (602) 1,770
Accrued liabilities. ... (715) (307) 137
Deferred reVenUC. .. i e e 75 {566) 2,658
Net cash provided by operating activities. ..., 8,393 4,046 7,022

CASH FLOWS FROM INVESTING ACTIVITIES:

Purchases of held-to-maturity securities, .........oooviiiiiiniiniinnanns (6,325) (15,064) (15,450)
Maturities of held-to-maturity securities..............oooooo .l feerens 17,717 13,175 15919
Purchase of property and equipment................ccooiiiiiiiiiiinna.... (6,685) {2,638) (2,830)
Acquisition of business, net of cash acquired................. (2,686) - -
Proceeds from sale of assets.............oiiii 30 45 2]
Acquired intangible 88515, ... i s (10} - -
Acquired technology rights.............. i (265) (25) -
Net cash provided by (used in) investing activitics.................vvv0es, 1,776 (4,507) (2,340)
CASH FLOWS FROM FINANCING ACTIVITIES:
Payments ondebl... ... (12,349) - -
Proceeds from issuance of commeon stock..........oooiveins INUURR 1,868 2,622 1,180
OB e e 13 - -
Net cash (used in) provided by financing activitics.............coeevvnins (10,468) 2,622 1,180
Effect of foreign currency exchange rate on cash..................... 118 47 106
Change in cash and cash equivalents...............oo.ooi, {181) 2,208 5968 .
Cash and cash equivalents, beginning of year............................., 27,414 25,206 19,238
Cash and cash equivalents,end of year................cooociiiii i, 3 27,233 5 27414 $ 25206
' Interest and penalties paid.............o i 1,360 - -

SUPPLEMENTAL DISLOSURE OF NONCASH
INVESTING ACTIVITIES:
Purchase of leasehold improvements under trade
payable arrangement paid in 2007 ...l $ - 3 445 3 -

! SUPPLEMENTAL DISCLOSURE OF NON-CASH
EFFECT OF ACQUISITIONS:

Purchase price ... ... e (49,401) - -
Common stock issued. . ... e 41,754 - -
Conversion of Tm options and Warrants............oeveivieiiainiiieins 2,315 - -
Forgiveness of receivable from acquired company.................... 1,232 - -
Write-off of acquired technology rights................................ 473 - -
Cash acquired................ S U S PSPPI UPPR 940 - -
Acquisition, net of cash acquired................ccoervrieiiiinieeannsn, (2,687) - ) -
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LUMINEX CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE I - DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Description of Business

Luminex Corporation (the “Company” or “Luminex™) develops, manufactures and sells proprietary biological
testing technologies with applications throughout the life sciences industry, The Company’s xMAP® technology, an
open architecture, multiplexing technology, allows the Luminex systems to simultaneously perform up to 100
bioassays on a single drop of fluid by reading biological tests on the surface of microscopic polystyrene beads called
microsphetes. xMAP technology combines this miniaturized liquid array bioassay capability with small lasers,
digital signal processors and proprietary software to create a system offering advantages in speed, precision,
flexibility and cost. The Company’s xXMAP technology is currently being used within various segments of the life
sciences industry which includes the fields of drug discovery and development, clinical diagnostics, genetic analysis,
bio-defense, protein analysis and biomedical research,

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries.
All significant intercompany transactions and balances have been eliminated upon consolidation.

The acquisition of Tm Bioscience Corporation, or Tm, now known as Luminex Molecular Diagnostics, or LMD,
was completed on March 1, 2007; therefore, the results of operations of LMD in our consolidated financial
statements only inciude LMD results since that date.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
‘United States requires management to make estimates and assumptions that affect the amounts reported in the
financial statements and accompanying notes. Actual amounts and results could differ from those estimates, and
such differences could be material to the financial statements.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash deposits and investments with original maturities of three months or
less when purchased.

Investments

The Company’s investments are classified as held-to-maturity since the Company has the intent and ability to
hold the securities to maturity. Held-to-maturity securities are stated at cost, adjusted for amortization of premiums
and accretion of discounts to maturity. Such amortization is included in other income. Interest on securities
classified as held-to-maturity is also included in other income.

. Fair Value of Financial Instruments

The carrying amounts reflected in the balance sheets for cash, cash equivalents, accounts receivable, accounts
payable, investments, and long-term debt approximate fair value due to the nature of the instruments.
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Concentration of Credit Risk

Financial instruments which potentially subject the Company to concentrations of credit risk consist of short-
term investrents and trade receivables. The Company’s short-term investments consist of investments in high crédit
quality financial institutions and corporate issuers.

The Company provides credit, in the normal course of business, to a number of its customers geographically
dispersed primarily throughout the U.S. The Company attempts to limit its credit risk by performing ongoing credit
evaluations of its customers and maintaining adequate allowances for potential credit losses and does not require
collateral.

in 2007, two customers each accounted for more than 10% of our total revenues. Bio-Rad Laboratories, Inc.
accounted for 20%, 19% and 23% of our total revenues in 2007, 2006 and 2005, respectively. One Lambda, Inc.
accounted for 15%, 15% and 16% of our total revenues in 2007, 2006 and 2005, respectively. No other customer
accounted for more than 10% of total revenues in 2007, 2006 or 2003.

Inventories

Inventories, consisting primarily of raw materials and purchased components, are stated at the lower of cost,
determined using average cost, or market. The Company routinely assesses its on-hand inventory for timely
identification and measurement of obsolete, slow-moving or otherwise impaired inventory.

Property and Equipment

Property and equipment are carried at cost less accumulated amounts for amortization and depreciation. Property
and equipment are generally amortized or depreciated on a straight-line basis over the useful tives of the assets,
which range from two to seven years. Leasehold improvements and equipment under capital lease are amortized on
a straight-line basis over the shorter of the remaining term of the lease or the estimated useful life of the
improvements and equipment. The Company classifies the carrying value of Luminex xMAP™ Instruments placed
within the reagent rental program and the instruments on loan to-customers in Property and equipment as "Assets on
loan/rental”.

Intangible Assets

Goodwill represents the excess of the cost over the fair value of the assets of the acquired business. Goodwill is
reviewed for impairment at least annually during the fourth quarter. No goodwill impairments were recorded in
2007. Intangible assets are amortized on a straight line basis over their respective estimated useful lives ranging
from 2 to 15 years. The useful lives of the assets acquired as part of the Merger were established as a result of the
allocation of fair values at March 1, 2007. We have no intangible assets with indefinite useful lives.

[mpairment of Long-Lived Assets

Long-lived assets held and used by the Company are reviewed for impairment whenever events or changes in
circumstances indicate that their net book value may not be recoverable. When such factors and circumstances exist,
the Company compares the projected undiscounted future cash flows associated with the related asset or group of
assets over their estimated useful lives against their respective carrying amounts. Impairment, if any, is based on the
excess of the carrying amount over the fair value of those assets and is recorded in the pertod in which the
determination was made.
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Revenue Recognition and Allowance For Doubtful Accounts

‘Revenue from sales of the Company’s products is recognized when persuasive evidence of an agreement exists,
delivery of the product has occurred, the fee is fixed and determinable and collectability is probable. Generally,
these criteria are met at the time the product is shipped. 1f the criteria for revenue recognition are not met at the time
of shipment, the revenue is deferred untit all criteria are met. Revenues from royalties related to agreements with
strategic partners are recognized when such amounts are reported to the Company; therefore, the underlying end-
user sales may be related to prior periods. Revenue from extended service agreements is deferred and recognized
ratably over the term of the agreement.

Amounts billed or collected in excess of revenue recognized are recorded as deferred revenue.

We continuously monitor coliections and payments from our customers and maintain allowances for doubtful
accounts based upon our historical experience and any specific customer collection issues that have been identified.
While such credit losses have historically been within our expectations, there can be no assurance that we will
continue to experience the same level of credit losses that we have in the past. A significant change in the liquidity
or financial position of any one of our significant customers, or a deterioration in the economic environment, in
general, could have a material adverse impact on the collectability of our accounts receivable and our future
operating results, including a reduction in future revenues and additional allowances for doubtful accounts.

Warranty Programs

We provide for the estimated cost of product warranties at the time revenue is recognized. While we engage in
product quality programs and processes, our warranty obligation is affected by product failure rates, material usage
and service delivery costs incurred in correcting a product failure. Should actual product failure rates, material usage
or service delivery costs differ from our estimates, revisions to the estimated warranty liability would be required.

Research and Development Costs

Research and development costs are generally expensed in the period incurred; however, the Company
capitalizes certain internally developed products, used for evaluation during development projects that also have
alternative future uses as defined by SFAS 2, "Accounting for Research and Development Costs". These assets are
generally depreciated on a straight-line basis over the useful life of the assets which range from two months to one
year. The Company capitalized $122,000 and $643,000 in 2007 and 2006, respectively. Depreciation expense of
$305,000, $295,000 and $2,000 was recorded in 2007, 2006 and 2005, respectively, There was $122,000 and
$627,000 of capitalized research and development costs included in “other assets” at December 31, 2007 and 2006,
respectively.

Advertising Costs

The Company expenses advertising costs as incurred. Advertising expenses were not significant for any of the
years presented. ’

Incentive Compensation
Management incentive plans are tied to various financial and non-financial performance metrics. Bonus accruals
made throughout the year related to the various incentive plans are based on management’s best estimate of the

achievement of the specific metrics, Adjustments to the accruals are made on a quarterly basis as forecasts of
performance are updated. At year-end, the accruals are adjusted to reflect the actual results achieved.
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Income Taxes

The Company accounts for income taxes in accordance with the liability method whereby deferred tax assets and
liabilities are determined based on differences between the basis for financial reporting purposes and the tax bases of
such assets and liabilities, and are measured using enacted tax rates and laws that will be in effect when the
differences are expected to reverse. A valuation allowance is established when it is more likely than not the future
realization of all or some of the deferred tax assets will not be achieved.

Effective January 1, 2007, the Company adopted FASB Interpretation (FIN) No. 48, Accounting for Unceriainty
in Income Taxes — an interpretation of FASB Statement No. 109, which clarifies the accounting for uncertainty in
tax positions. FIN No. 48 requires recognition of the impact of a tax position in the Company’s financial statements
only if that position is more likely than not of being sustained upon examination by taxing authorities, based on the
technical merits of the position. Any interest and penalties related to uncertain tax positions will be reflected in
income tax expense.

Earnings Per Share

Basic net income (loss) per share is computed by dividing the net income (loss) for the period by the weighted
average number of common shares outstanding during the period. Diluted net income (loss) per share is computed
by dividing the net income (loss) for the period by the weighted average number of common and common
equivalent shares outstanding duting the period. Potentially dilutive securities composed of incremental common
shares issuable upon the exercise of stock options and warrants, and common shares issuable on conversion of
preferred stock, were excluded from historical diluted loss per share because of their anti-dilutive effect.

Stock-Based Compensation

Effective January 1, 2006, the Company adopted the fair value recognition provisions of SFAS No. 123(R),
“Share-Based Payment” (“SFAS 123(R)), using the modified-prospective-transition method. Under that transition
method, compensation cost recognized for the year ended December 31, 2006 includes: (a) compensation cost for all
share-based payments granted prior to, but not yet vested as of January 1, 2006, based on'the grant date fair value
estimated in accordance with the original provisions of SFAS 123, and (b) compensation cost for all share-based
payments granted subsequent to January [, 2006, based on the grant-date fair value estimated in accordance with the
provisions of SFAS 123(R). Results for prior periods have not been restated. See Note 14, “Employee Benefit Plans
and Stock-Based Compensation™ for further information.

Segment Reporting

Historically the Company had operated as a single segment. Subsequent to the acquisition of LMD,
management determined that we have two segments for financial reporting purposes: the Technology Segment and
the Assay Segment. See Note 17 — Segment and Geographic Information.

NOTE 2 — BUSINESS COMBINATIONS
Acquisition

On March 1, 2007, the Company completed the acquisition of Tm, a DNA-based research and diagnostics
company headquartered in Toronto, Canada. Prior to the acquisition, Tm was one of our strategic partners. All
intercompany balances were eliminated upon acquisition. We believe this acquisition is a logical extension of our
strategy and that the combined Company will be in a position to take advantage of the complementary strengths of
both companies in molecuiar diagnostics. The acquired company is referred to as LMD and is included in our Assay
Segment for financial reporting purposes. The focus of LMD is to design, develop, manufacture and commercialize
nucleic-acid based testing products for use in the genetic testing, personalized medicine and infectious disease
markets.
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Upon the closing of the acquisition, we exchanged 0.06 shares of Luminex common stock for each outstanding
Tm share, which resulted in the issuance of approximately 3.2 million shares of Luminex common stock. The value
of the approximately 3.2 million common shares issued was determined based on the average market price of our
common stock over the period including five days before and after the terms of the acquisition were agreed to and
announced in accordance with SFAS No. 141, “Business Combinations™ (“SFAS 141™). We also agreed to assume
the 235,732 outstanding Tm options and the 457,912 outstanding warrants according to the applicable Tm plan
provisions, At the date of acquisition, these options and warrants were potentially exercisable for approximately
694,000 additional shares of Luminex common stock on an as-converted -basis. The estimated fair value of
Luminex’ replacement options and warrants was calculated using the Black-Scholes model. In accordance with
Statement of Financial Accounting Standards No. 123R, Share-based Payments (“SFAS 123R”), the portion of the
estimated fair value of unvested Tm options related to future service (approximately $242,000) was deducted from
the purchase price consideration and will be recognized as compensation expense over those awards’ remaining
vesting period. As of December 31, 2007, there were 90,592 replacement options outstanding with exercise prices
ranging from $11.12 to $44.88 and approximately 413,000 replacement warrants outstanding with exercise prices
ranging from $10.11 to $37.18. All of the warrants are exercisable as of December 31, 2007.

Immediately subsequent to the acquisition, we retired approximately $13.2 million of Tm debt, including an
approximately $1.0 million contractual penalty, by using existing cash reserves. Under the terms of one of the
retired debt instruments, the balance of the note became callable upon the acquisition and was subject to a
contractual penalty if either called by the debt holder or prepaid by Tm. The penalty was triggered when the Tm
shareholders ratified the acquisition of Tm by Luminex on February 21, 2007. The penalty was recorded by Tm
prior to Luminex’ acquisition based on the penalty amount agreed by the debt holder, and was reflected in the
opening balance of “Other current liabilities assumed.”

The acquisition was accounted for as a purchase business combination in accordance with SFAS 141. LMD
results of operations are included with the Company’s from the date of acquisition, March 1, 2007. The purchase
price of the acquisition was approximately $49.4 million, including the issuance of common stock valued at $41.8
million and transaction costs of approximately $3.6 million. The purchase price has been allocated to the net assets
acquired based on estimates of the fair values at the date of the acquisition.

Luminex completed the process of allocating fair values for certain tangible and intangible assets and in-process
research and development (IPR&D} identified during the acquisition. The acquired intangible assets were allocated
to the Assay Segment. The excess purchase price over the fair values of the net tangible assets, identified intangible
assets and liabilities was allocated to goodwill. Luminex recorded $39.6 million of goodwill related to the
Tm acquisition in our Assay Segment. Goodwill is not expected 1o be deductible for tax purposes.
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The following table summarizes the estimated fair values of net assets at the date of acquisition (in thousands).
Certain tangible and intangible assets and liabilities were adjusted to their estimated fair market values upon the
final analysis of these values during the fourth quarter. Based on SFAS 141, the following intangible assets
evaluated were: trade name {Tag-It), customer list/contracts, technology/trade secrets, and in-process research and
development. [PR&D has been recorded at its estimated fair market value and charged to expense in 2007.

a8t e $ 940
O T CUITENT ASSBES . ot itet it ieiineaieranrraerranreneaeaaeenenn 3,157
Otherassets................... P PP 28
Property and equipment..............oooin 31,518
Purchased intangible assets.............coooviiiiiiiiiiinnn, 18,800
In-process research and development......................... 7,400
Goodwill.. .. 39,617
TOAl BSSELS. .. evevrererinvaneassnmieeeeamnecameaneneabraesiaiins § 73,460
Current portion of debt assumed..............o $ 12,447
Accrued severance assumed.......ooviiiii e 1,945
Other current liabilities assumed....................o, 7,148
Long-term debt assumed..................oooie 2,294
Total liabilities........coooiiiii s 24,059
Purchase price.........cooocviiiiiii $ 49,401

Pro Forma Information

The financial information in the table below summarizes the combined results of operations of Luminex and
LMD, on a pro forma basis, as though the companies had been combined at the beginning of 2006.

The pro forma financial information is presented for informational purposes only and is not indicative of the
results of operation that would have been achieved if the acquisition of LMD had taken place at the beginning of
fiscal 2006. '

The following table summarizes the pro forma financial information for the years ended December 31, 2007 and

Other long-term liabilities assumed...................n 225
2006 (in thousands, except per share amounts):

Year Ended
December 31,
2007 2006
REeVeNUES. . et $ 75328 $ 60,361
NEt 0SS, it $ (8,488) $ (17,792)
Net loss per share, basic and diluted......... §  {0.25) $ (051
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In-process Research and Development (IPR&D)

IPR&D was allocated to each IPR&D project using the estimated fair value based on an income approach using
discounted cash flows related to the products that would result from each of the projects. The discounted cash flows
wetre estimated based on relevant market size and growth factors, expected industry trends, individual product sales
cycles, the estimated life of each product’s underlying technology, historical pricing, costs to complete the projects,
costs of production, R&D costs required to maintain the products once they have been introduced into the market
and related selling and marketing costs. The discount rates used to discount the projected net returns were based on
an internal rate of return of capital relative to the Company and the bio-technology industry, as well as the product-
specific risk associated with the IPR&D projects. Product-specific risk includes the stage of completion of each
product, the complexity of the development work completed to date, the likelihood of achieving technological
feasibility, and market acceptance. The forecast data employed in the analyses for IPR&D was based upon both
forecast information maintained by the acquired companies and the Company’s estimate of future performance of
the business. The inputs used by the Company in assessing the value of IPR&D were based upon assumptions that
the Company believes to be reasonable but which are inherently uncertain and unpredictable.

In conjunction with the acquisition, the Company has recorded total IPR&D expense of $7.4 million for acquired
IPR&D which was not technologically feasible as of the acquisition date and had no alternative future use.

NOTE 3 - INVESTMENTS

Held-to-maturity securities as of December 31, 2007 and 2006 consisted of $6.9 million and $18.3 million of
federal agency debt securities, respectively. Amortized cost approximates fair value of these investments.

The amortized cost of held-to-maturity debt securities at December 31, 2007 and 2006, by contractual maturity,
are shown below (in thousands). Expected maturities may differ from contractual maturities because the issuers of
the securities may have the right to prepay obligations without prepayment penalties.

December 31,
2007 2006
Accrued  Amortized Accrued  Amortized
Cost Interest Cost Cost Interest Cost
Due in one yearor less...........c.cc......... $ 6944 % 33 § 6982 $ 10956 § 183§ 11,139
Due after one year through two years....... - - - 7,346 &4 7,430

$ 694 3 38 % 6582 § 18302 § 267§ 18,569

NOTE 4 - ACCOUNTS RECEIVABLE

Accounts receivable consisted of the following at December 31 (in thousands):

2007 2006
Accounts receivable. ... ... $ 12,183 $ 8,538
Less: Allowance for doubtful accounts.......................coeel {356) (301)

v § 11,827 $ 8237
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The following table summarizes the changes in the allowance for doubtful accounts (in thousands):

| Balance at December 31, 2004, . ..o et s $ 278
Reductions charged (0 costs and eXPenSes. .. ...oouitiiiiiiiiiaiiiint e er e 90
Write-offs of uncollectible acCOUNTS. .. ... i s e m e et aa s (2)
Recoveries of uncollectible acCOUnts. ... fevveens -

| Balance at December 31, 2008 . i et e 366

| Additions charged t0 costs and exXPenSes. ... ... ... e (52)

| Write-ofTs of uncollectible aCCOUNTS. . ... vvrr ittt e a e (13)

i Recoveries of uncollectible aCCOUntS. ... . i e -

: Balance at December 31, 2006, .. ... i e e 301

| Reductions charged t0 COStS @nd @XPENSES. .. uvuer it ettt e et s ea et n e aenaiaans -

i Write-0ffs of uncollectible aCCOUNTS. ... .ot iviiie e e n

| Additions due to acquired accounts receivable..........ooo 56

| Recoveries of uncollectible aCCOUNTS. ... vttt e e -

' Balance at December 31, 2007 % 356

NOTE 5 - INVENTORY, NET

Inventory consisted of the following at December 31 (in thousands):

- 2007 2006

' Parts and supplies......oooooiiiiic e $ 3,613 3 3,504
WOrK-in-progress. .. .....ovveeriiiniiiniii e 1,632 355

| Finished goods.........ooooiiiiiiii e 1,956 932

. 7,201 4,991

; Less: Allowance for excess and obsolete inventory............ (693) (420)

| $ 6,508 3 4,571

The Company has non-cancelable purchase commitments with certain of its component suppliers in the amount
| of approximately $3.2 million for 2007. Should production requirements fall betow the level of the Company’s

commitments, the Company could be required to take delivery of inventory for which it has no immediate need or
‘ incur an increased cost per unit going forward.
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NOTE 6 - PROPERTY AND EQUIPMENT

Property and equipment consisted of the following at December 31 (in thousands):

2007 2006
Laboratory eQUIPITIENL. . .....vtiuiitii et is ettt e va et e et et e e an e eneneneans $ 7,686 § 4,502
Leasehold improvements. ... ... s 6,089 3,284
COMPUIET EQUIPINENT. ... ettt et e ettt e e e eer e e n e aneeens 1,944 1,477
Purchased software and intangibles................. ... i 4,463 2,738
Fumiture and fIX UTES. .ot e e et ee e 1,512 574
Assets on loan/rental. ... .o e 1,341 -
Capital lease eqUIPIMENT. ... ...t e 115 -
23,150 12,575
Less: Accumulated amortization and depreciation.............cooooiiiiiiiiiiiiie (10,477) (7,590)

$ 12,673 § 40985

Depreciation expense was $3.0 million, $1.3 million, and $880,000 for the years ended December 31, 2007,
2006, and 2005, respectively.

NOTE 7 - INTANGIBLE ASSETS
As of December 31, 2007, we had amortized identifiable intangible assets of the following (in thousands except

weighted average lives):
Gross carrying Accumulated Weighted

amount amortization average life
Technology/trade secrets...................... 3 17,400 $ 1,570 9
Customer lists/contracts.......covvvvvvinnnnns. 1,100 61 18
Trade namMe ...ovvvreeeee s 300 250 1
Total. ... $ . 18,800 $ 1,881

The amortization expense related to purchased intangible assets for the year ended December 31, 2007 was $1.9
million. The estimated aggregate amortization expense for the next five years is as follows (in thousands):

For the year ending
December 31,

2008 . 2,013
2000, .. 1,963
20100 1,963
200 1,963 .
2002 1,963




NOTE 8- OTHER ASSETS

Other assets consisted of the following at December 31 (in thousands):
2007 2006

Purchased technology rights (net of accumulated amortization of
$108,000 and $416,000 in 2007 and 2006, respectively).......ooevviiiiiniiinieniennn. g 509 5 856

....................................................................................................... 587 531
1,096 1,387
LesS: CUITENT POTLION . ..ottty ittt e et eae et et eae e n et an v es e ts e bet e e e e naees (114) (117

$ 982 $ 1,270

For the years ended December 31, 2007 and 2006, the Company recognized amortization expense related to the
amortization of these acquired technology rights of approximately $89,000 and $108,000, respectively. Future

amortization expense will be $114,000 in 2008, $114,000 in 2009, $114,000 in 2010, $105,000 in 2011, $21,000 in
2012 and $43,000 thereafter.

NOTE 9 - ACCRUED WARRANTY COSTS

Sales of certain of the Company's systems are subject 1o a warranty. System warranties typically extend for a
period of twelve months from the date of installation or no more than 15 months from the date of shipment. The
Company estimates the amount of warranty claims on sold product that may be incurred based on current and
historical data. The actual warranty expense could differ from the estimates made by the Company based on product
performance. Warranty expenses are evaluated and adjusted periodically.

The following table summarizes the changes in the warranty accrual (in thousands):

Accrued warranty costs at December 31,2004, ... $ 504
WAITANLY EXPEISES. .. ittt ittt e e e as e iaeaaen (785)
Accrual for warranly COSIS. ..ot 632
Accrued warranty costs at December 31,2005, ... 351
WRITANLY EXPEIISES ...\t ittt ettt et ia e eeenean et areanaan e aaeinss (635)
Accrual for warranty COSts............. 595
Accrued warranty costs at December 31,2006...................... 311
WaITANEY EXPEIISES . 1. et vetrerenenierencmea e et e et eaaan e nenaaan e raanaaaaeoan (525)
Accrual for warranty COSIS........coiiiiiiii i e 473
Accrued warranty costs al December 31,2007, ... 5 259

NOTE 10 - INCOME TAXES

The components of income (loss) before income taxes for the years ended December 31 are as follows:

2007 2006 2005
Domestic - 12,164 1,428 (2,786)
" Foreign : {14,585) 99 120
Total (2,421) 1,527 {2,666)
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The components of the provision for income taxes attributable to continuing operations for the years ended
December 31 are as follows (in thousands):

2007 2006 2005

Current:

Federal. ... $ 177 $ - k) -

Foreign.......oo 84 40 22

. oo s 29 (20) -

Total CUITENt.. ... e 290 20 22
Deferred:

Federal... ... - - -

Foreign. ... - - -

AL, . e - - -

Total deferred. ... ..o s - - -
Total provision for iNCOME 1AXES..........viiriirreiriiiriireiianin, $ 290 $ 20 $ 22

As of December 31, 2007, the Company had U.S. federal net operating loss carryforwards of approximately
$85.8 million and research and development credit carryforwards of approximately $2.5 million that will begin to
expire in 2013 if not utilized prior to that time. Due to the taxable income that resulted from the RBM settlement,
$8.7 million of our operating loss carryforwards were utilized in 2007, In addition, due to the acquisition of Tm, the
Company has Canadian non-capital income tax loss carryforwards of $40.4 million, a scientific research and
experimental development pool in Canada of $23.8 million, and invesiment tax credits in Canada of $4.9 million
that will begin to expire in 2009 if not utilized prior to that time Utilization of the net operating losses and tax
credits may be subject to substantial annual limitation due to the “change in ownership™ provisions of the Internal
Revenue Code of 1986. The annual limitation may result in the expiration of net operating losses and research and
development credits before utilization.

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets

and liabilities for financial reporting purposes and the amounts used for income tax purposes. Significant
components of the Company’s deferred tax liabilities and assets as of December 31 are as follows (in thousands):
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2007 2006 2005

Deferred tax assets:
Current deferred tax assels

Accrued liabilities and other................coiiiiiiiiinat, evareas § 1,061 g 775 $ 645
Gross current deferred 1ax 8SSeIS. v v et iee e i aainans 1,061 775 645
Valuation allowance.............ooooiiiiiiiii e (1,059) (628) (425)
Net current deferred taxX assets.....o.ovivieiieiii i ees 2 147 220
Noncurrent deferred tax assets

Net operating loss and credit carryforwards......................... 54,168 34,155 35,018

Deferred reVeNUE. ... . e e 2,535 2,342 2,562

Depreciation and amoritization. ....................o 7.902 348 279

INVESIMENE DASIS. .. iuvrieit ittt neaeens - 1,637 1,637

Stock compensation and other................. 1,981 615

Gross Noncurrent Deferred Tax ASSelS.....oovvviiiiiiiiiinninnns 66,586 39.097 39,496

Valuation allowance. .. ... (60,944) {39,069) {(39,496)
Net noncurrent deferred tax asSetS.....oocvviiviriiiiviirrerianrereans 5,642 28 -

[Deferred tax liabilities:
Current deferred tax liabilities

Prepaid expenses.............. [T E T OO RO - (147) (220)
Total current deferred tax liabilities. ..., - (147) (220)
Net current deferred tax asset (liability)..........ooooivniiiinininenn, $ 2 3 - b -
Noncurrent deferred tax liabilities

Acquired INtAngibles. .......ooiiiiiie e e $ (5,521) § - $ -
Total noncurrent deferred tax liabilities...............cooveieeiiiits $§ (5,521) § - $ -
Net noncurrent deferred tax asset (Liability)..................oon, $ 121 3 28 5 -
Net deferred tax assets (liabilities). ... $ 123 3 28 5 -

The Company has established a valuation allowance equal to the net deferred tax assets less the federal benefit
amount of the Texas margin deferred tax asset of $123,000 due to uncertainties regarding the realization of deferred
tax assets based on the Company’s lack of earnings history. The valuation allowance increased by approximately
£21.8 million during 2007 due to the acquisition of LMD. Approximately $12.0 million of the valuation allowance
relates to tax benefits for stock option deductions included in the net operating loss carryforward, which when
realized, will be allocated directly to contributed capital to the extent the benefits exceed amounts attributable to
deferred stock compensation expense. As of December 31, 2007, the valuation allowance includes approximately
$24.5 million of pre-acquisition deferred tax assets of Tm. To the extent any of these assets are recognized, the
adjustment will be applied first to reduce to zero any goodwill related to the acquisition, and then as a reduction to
the tax provision.

Undistributed eamings of our foreign subsidiary are considered permanently reinvested and, accordingly, no
provision for U.S. federal or state income taxes has been provided thereon.

The Company’s provision (benefit) for income taxes attributable to continuing operations differs from the

expected tax expense (benefit) amount computed by applying the statutory federal income tax rate of 34% to income
before income taxes as a result of the following:
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Year Ended December 31,

. . 2007 2006 2005

SHAIULOTY 1aX FALE. .. .. ettt e e ee s aees 34.0% 340% 340%
State taxes, net of federal benefit..........................l 36% (2.1)% 3.0%
Permanent items. . ... ...co.ieieiiiii et es (21.2Y% 33% (1.4)%
Effect of foreign operations. ...........oovviv it 14.7 % 0.5% 0.0%
Research and incentive tax credit generated...............ccovevivieninnnns 358% (22.0)% 0.0%
Canadian tax rate change. .........ovvvrieive i (64.8)% 0.0% 0.0 %
Deferred assets not benefited.................o . (11.4%% (11.7Y% (36.4)%

(9.3)% 1.4% (0.8)%

On January 1, 2007, the Company adopted the provisions of FIN No. 48, which prescribes a comprehensive
model for how a company should recognize, measure, present and disclose in its financial statements uncertain tax
positions that the company has taken or expects to take on a tax return. Though the validity of any tax position is a
matter of tax law, the body of statutory, regulatory and interpretive gunidance on the application of the law is
complex and often ambiguous. Because of this, whether a tax position will ultimately be sustained may be uncertain.

Prior to fanuary 1, 2007, the impact of an uncertain tax position that did not create a difference between the
financial statement basis and the tax basis of an asset or liability was included in our income tax provision if it was
probable the position would be sustained upon audit. The benefit of any uncertain tax position that was temporary
was reflected in our tax provision if it was more likely than not that the position would be sustained upon audit,
Prior to the adoption of FIN 48, we recognized interest expense based on our estimates of the ultimate outcomes of
the uncertain tax positions,

Under FIN 48, the impact of an uncertain tax position that is more likely than not of being sustained upen audit
by the refevant taxing authority must be recognized at the largest amount that is more likely than not to be sustained.
No portion of an uncertain tax position will be recognized if the position has less than a 50% likelihood of being
sustained. Also, under FIN 48, interest expense is recognized on the full amount of deferred benefits for uncertain
tax positions.

As of the date of adoption of FIN 48 and at December 31, 2007, all of the unrecognized tax benefits are
associated with tax carryforwards that, if recognized, would have no effect on the effective tax rate because the
recognition of the associated deferred tax asset would be offset by an increase to the valuation allowance. In the
United States, the federal income tax returns for years after 1996 are open and in Canada, the federal income tax
returns for years afier 2003 are open. There are numerous other income tax jurisdictions for which tax retumns are
not yet settled, none of which are individually significant. Reserves for interest and penalties are not significant.
The Company does not expect significant changes in the aggregate amount of unrecognized tax benefits that may
occur within the next twelve months.

NOTE 1] - LONG-TERM DEBT

On December 31, 2007, long-term debt consisted of a loan payable to Technology Partnership Canada ("TPC")
valued at $3.0 million and the related short term interest payable of $134,000. .

On December 12, 2003, Tm entered into an agreement with the Ministry of Industry of the Government of
Canada under which the Govemment agreed to invest up to Canadian (“Cdn”) $7.3 million relating to the
development of several genetic tests. Funds were advanced from Technology Partnerships Canada (“TPC™), a
special operating program. The actual payments received by the Company were predicated on eligible expenditures
made during the project period which ended July 31, 2006. As of December 31, 2007, the Company had received
$4.4 million from TPC which is expected to be repaid along with approximately $1.3 million of imputed interest for
a total of approximately $5.7 million.
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‘ Tm agreed to repay the TPC funding through a royalty on specific assay revenue related to the funded product
development. This liability was assumed by the Company as part of the acquisition and the liability was recorded at
fair value as the date of acquisition. This liability is subject to adjustments for foreign currency translation effects as
it is a foreign currency denominated balance. Royalty payments commenced in 2007 at a rate of 1% of assay
revenue and at a rate of 2.5% for 2008 and thereafter. Apggregate royalty repayment will continue until total
advances plus imputed interest has been repaid or until April 30, 2015, whichever is earlier. The repayment
obligation expires on April 30, 2015 and any unpaid balance will be cancelled and forgiven on that date. Should the
term of repayment be shorter than we expect due to higher than expected assay revenue, the effective interest rate
would increase as repayment is accelerated.

Estimated principal repayments on the debt for the next five years and thereafier are as follows (in thousands):

' 0 8 134
2000 e 531
2000 . et 8§70
2000 1,948
2002 e 2,242

« Thereafler.. ... -
b 5,725
L.ess: Amount representing implied interest.................coeveenee. (1,345)
Total principal repayments...........oooiiiiiiiiiniiiin 5 4,380
Revaluation of debt. ... (1,404)
$ 2,976

In 2007, the Company had imputed interest expense related to its long-term debt of $201,000. The effective
interest rate was 6.65% as of December 31, 2007, '

NOTE 12 - NET INCOME (LOSS) PER SHARE

The following table sets forth the computation of basic and diluted net income (loss) per share (in thousands,
except per share data): :
Year Ended December 31,

2007 2006 2005
Numerator:
Net (1085) INCOME......oviiiiiiiii e eeeeeeenn e, $ 2,711y - § 1,507 $ (2,666)
Denominator: )
Denominator for basic net income (loss) per share -
weighted average common stock outstanding............ 34,36t 31,434 30,990
Effect of dilutive securities:
Stock options and awards.. ..o, - 1,554 -
| Denominator for diluted net incori]e {loss) per share -
weighted average shares outstanding - diluted.......... 34,361 32,988 30,990
Basic net income (loss) pershare............................... $ (0.08) § 0.05 $ (0.09)
Diluted net income (loss) pershare.................coevviiannn. $ 0.08) § 0.05 $ (0.09)

Restricted stock awards (RSAs) and stock options to acquire $1.1 million, 658,000, and 1.7 million shares for the
years ended December 31, 2007, 2006 and 20035, respectively, were excluded from the computations of diluted EPS
because the effect of including the RSAs and stock options would have been anti-dilutive.
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NOTE 13 - STOCKHOLDERS’ EQUITY AND COMPREHENSIVE INCOME/ LOSS
Preferred Stock

The Company’s Board of Directors has the-authority to issue up to 5,000,000 shares of preferred stock in one or
more series and to fix the rights, preferences, privileges and restrictions thereof, including dividend rights, dividend
rates, conversion rights, voting rights, terms of redemption, redemption prices, liquidation preferences and the
number of shares constituting any series or the designation of such series, without further vote or action by the
Company’s stockholders. At December 31, 2007 and 2006, there was no preferred stock issued and outstanding.

Stockholders’ Rights Plan

On June 20, 2001, the Company’s Board of Directors declared a dividend of one right for each outstanding share
of the Company’s common stock to stockholders of record at the close of business on July 2, 2001. Each right
entitles the registered holder to purchase from the Company a unit consisting of one one-hundredth of a share of
Series A Junior Participating Preferred Stock, par value $0.001 per share, at a purchase price of $100 per fractional
share, subject to adjustment. The rights are not currently exercisable and will become exercisable only in the event a
person or group acquires beneficial ownership of 20 percent or more of common stock. The rights expire on June 20,
2011,

Comprehensive Income/Loss

The Company's comprehensive income or loss is comprised of netincome or loss and foreign currency
translation. Comprehensive loss for the year ended December 31, 2007 was approximately $2.8 million and
comprehensive income for the year ended December 31, 2006 was approximatety $1.6 million.

NOTE 14 - EMPLOYEE BENEFIT PLANS AND STOCK-BASED COMPENSATION

Stock-Based Compensation

At December 31, 2007, the Company has two stock-based employce compensation plans pursuant to which
grants may be made, the 2006 Equity Incentive Plan (the “Equity Incentive Plan™) and the 2006 Management Stock
Purchase Pian (the “MSPP”) which were approved at our Annual Meeting on May 25, 2006, No further grants shall
be made pursuant to the 1996 Stock Option Plan (the *1996 Plan”}, the 2000 Long-Term Incentive Plan (the “2000
Plan™}, the 2001 Broad-Based Stock Option Plan (the “2001 Plan™), or the Tm Bioscience Corporation Share Option
Plan (the “Tm Plan”) that the Company assumed in connection with the Tm acquisition. The Tm Plan governs the
former Tm options which were exchanged for options to purchase shares of Luminex common stock in connection
with the acquisition. Prior to January I, 2006, the Company accounted for its plans under the recognition and
measurement provisions of APB Opinion No. 25, “Accounting for Stock [ssued to Employees™ (“APB 25), and
related Interpretations, as permitted by SFAS No. 123, “Accounting for Stock-Based Compensation” {(“SFAS 123™),
Pursuant thereto, compensation costs related to employee stock options granted at fair value under those plans were
not recognized in the consolidated statements of income. Compensation costs related to RSAs and stock options
granted below fair value were recognized in the consolidated statements of income.

Effective January 1, 2006, the Company adopted the fair value recognition provisions of SFAS 123(R), using the
modified-prospective-transition method.
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Equity Incentive Plans

Under the Company’s Equity Incentive Plan, 1996 Plan, 2000 Plan, 2001 Plan, and the Tm Plan, certain employees,
consultants and non-employee direclors have been granted RSAs, restricted share units (RSUs) and options to purchase
shares of common stock. The options, RSAs, and RSUs generally vest in installments over a four to five year period, and
the options expire either five or ten years after the date of grant. Under the Equity Incentive Plan, certain employees,
directors of, and consultants to the Company are eligible to be granted RSAs, RSUs, and options to purchase common
stock. The MSPP provides for the granting of rights to defer an elected percentage of their bonus compensation through
the purchase of restricted shares of the Company’s common stock, discounted by 20%, to certain officers of the Company.
As of December 31, 2007, there were 858,000 shares authorized for future issuance under the Company’s Equity Incentive
Pian and 500,000 shares eligible for purchase, pursuant to the terms and conditions thereof, under the MSPP.

In connection with the Tm acquisition, warrants for the purchase of Tm common stock were converted to the right to
acquire shares of Luminex common stock. There are currently outstanding warrants to purchase up to approximately
413,000 shares of Luminex common stock with a weighted average exercise price of $20.95 per share expiring on or
before November 2011.

The Equity Incentive Plan, the MSPP, the 1996 Plan, the 2000 Plan, the 2001 Plan, and the Tm Plan are administered
by the Compensation Committee of the Board of Directors. The Compensation Committee has the authority to determine
the terms and conditions under which awards will be granted from the Equity Incentive Plan, including the number of
shares, vesting schedule and term, as applicable. Any option award exercise prices, as set forth in the Equity Incentive
Plan, will be equal to the fair market value on the date of grant. Under certain circumstances, the Company may
repurchase previously granted RSAs and RSUs,

On March 25, 2007, the Compensation Committee approved an amendment to the restricted stock agreement, dated
May 17, 2004 (the “Restricted Stock Agreement”), of our CEO, Patrick J. Balthrop. The Company and Mr. Balthrop
initially entered into the Restricted Stock Agreement in connection with the hiring of Mr. Balthrop as the President and
Chief Executive Officer of the Company. The Restricted Stock Agreement provided for the grant of 200,000 restricted
shares, which would vest in portions based on the attainment of certain performance goals related to Company revenue,
earnings and stock price. If the goals provided for in the Restricted Stock Agreement were not achieved by the end of the
fifth anniversary of the date of the Restricted Stock Agreement, all non-vested shares would be forfeited. The amendment
provides for the automatic vesting of all unvested restricted shares immediately prior to the fifth anniversary of the date of
the Restricted Stock Agreement, to the extent any or all of the performance measures have not been previously achieved.
Mr. Balthrop’s 200,000 share restricted stock award, as amended, has market, service or performance criteria for vesting
of all shares. We have assumed that vesting will occur at the end of the five years based on achievemnent of the service
criteria so all expense is being amortized straight-line over the five-year period from May 17, 2004 through 2009.
Pursuant to the amendment to this award, the award was revalued to the market price on the date of amendment of $14.39.
This resulted in additional expense to the Company of approximately $356,000 of which approximately $257,000 was
recognized in 2007 and approximately $99,000 of which wil! be recognized pro-rata over the remaining term of the award.

In connection with the hiring of our Chief Executive Officer, the Company issued Patrick J. Balthrop a non-qualified
stock option grant for the purchase of 500,000 shares of the Company’s common stock dated May 135, 2004 at an exercise
price of $9.36 per share (the “Batthrop Option™). The Balthrop Option vests 25% on the first anniversary of the date of
grant and ratably on a monthly basis for the three years following the initial vesting date. This award was not pursuant to
any of the Company’s existing equity incentive plans. As previously reported, at a meeting of the Compensation
Committee of the Board of Directors on February 10, 2005, the committee approved resolutions to increase the exercise
price of the Balthrop Option from $9.36 per share to $10.10 per share (the closing market price on the date immediately
preceding the original grant date). This modification was made in order to eliminate the potential application of certain
adverse tax implications in light of tax law changes created as a result of the American Jobs Creation Act of 2004. In
connection therewith, the Compensation Committee approved a cash bonus payable to Mr. Balthrop to be paid consistent
with the vesting period of the option grant, subject to Mr. Balthrop’s continued employment, equal to $370,000.
According to the vesting schedule and assuming no acceleration event contemplated by the Balthrop Option, one quarter
of the cash bonus was paid as of May 15, 2005 (the first vesting date and consistent with the equity vesting) and the
balance of such payments is being made in equal monthly instaliments over the 36 months thereafter.
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Accounting for Stock Compensation

Stock-based compensation costs are generally based on the fair value calculated from the Black-Scholes option-pricing
model on the date of grant for stock options and intrinsic value on the date of grant for RSAs. The fair values of stock are
amortized as compensation expense on a straight-line basis over the vesting period of the grants.

In accordance with SFAS 123(R), the Company evaluates the assumptions used in the Black-Scholes model on an annual
basis using a consistent methodology for computing expected volatility, expected term and risk-free rate of return. Calculation
of expected volatility is based on historical volatility. The expected term is calculated using the contractual term of the options
as well as an analysis of the Company’s historical exercises of stock options. The estimate of risk-free rate is based on the
U.S. Treasury yield curve in effect at the time of grant. The Company has never patd cash dividends and does not currently
intend 1o pay cash dividends, thus has assummed a 0% dividend yield. The assumptions used are summarized in the following
table: .

2007 2006 2005
Dividend yield............................ 0.0% 0.0% 0.0%
Expected volatility....................... 0.5 0.6 0.6
Risk-free rate of retuen................... 5.0% 5.0% 5.0%
Expected life..........cocoovinvinnnen.s. 4 yrs. 6 yrs. 7 yrs.
Weighted average fair
value at grant date................. $ 4.70 Na ™ og . 468

' No stock options were issued to employees during this period.

As part of the requirements of SFAS 123(R), the Company is required to estimate potential forfeitures of stock
grants and adjust compensation cost recorded accordingly. The estimate of forfeitures is based on historical forfeiture
performance and will be adjusted over the requisite service period to the extent that actual forfeitures differ, or are
expected to difter, from such estimates. Changes in estimated forfeitures will be recognized through a cumulative
catch-up adjustment in the period of change and will also impact the amount of stock compensation expense to be
recognized in futlure periods. .

The Company’s stock option activity for the year ended December 31, 2007 is as follows:

Weighted
Weighted  Average Aggregate
Average Remaining Intrinsic

Shares Exercise Contractual Value
Stock Options (in thousands) Price Life (in thousands)
Outstanding at December 31,2006...............c.oooeail. 3,163 hY 9.76
Granted. ..., 823 2091
Exercised. ..., (332) 5.63
Cancelled or expired............cooiiiiii s (210} 23.86
QOutstanding at December 31, 2007...........ccoovvininnne. 3444  § 11.96 4,88 19,865
Vested at December 31, 2007 and expected to vest.... 3,437 A $ 11.95 437 19,837
Exercisable at December 31, 2007........covvvvviviiniinnns 3,186 $ 11.83 4.67 18,873

During the years ended December 31, 2007, 2006 and 2005, the total intrinsic value of stock options exercised was $3.2
million, $4.3 million, and $799,000, respectively, and the total fair value of stock options that vested was $2.8 million, $2.5
million and $4.1 million, respectively. The Company had $1.5 million of total unrecognized compensation costs related to
stock options at December 31, 2007 that are expected to be recognized over a weighted-average period of 1.7 years.
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The Company’s stock option activity for the years ended December 31, 2006 and 2005 is as follows:

Weighted Average
Shares Exercise Price
Options outstanding, December 31, 2004............... 4,066 8 9.76
Granted 53 [1] $ 7.48
Exercised (205) 3 5.76
Surrendered (156) $ 12.32
Options outstanding, December 31, 2005............... 3,758 g 9.85
Granted - -
Exercised (423) $ 6.22
Surrendered (172) $ 20.39
Options outstanding, December 31, 2006............... 3,163 $ 9.76

[1] This number has been adjusted to include options that were granted in
the period, but previously reflected as available for future issuance.

The Company’s restricted share activity for the year ended December 31, 2007 is as follows:

Weighted-
Average

Shares Grant-Date

Restricted Stock Awards : (in thousands) Fair Value
Non-vested at December 31, 2006...................... 798 b 13.54
Granted. ... e 776 - 13.23
Vested, ... (209) 13.48
Cancelled or expired............cooovviiiiiniiiniennn, . (32) 13.53
Non-vested at December 31, 2007...................... 1,333. S 13.37

As of December 31, 2007, there was $13.8 million of unrecognized compensation cost related to RSAs and
RSUs. That cost is expected 1o be recognized over a weighted average-period of 3.3 years. The total fair value of
shares vested during the year ended December 31, 2007, 2006 and 2005 was $2.8 million, $1.5 million, and
$437,000, respectively.

RSAs may be granted at the discretion of the Board of Directors under the Equity Incentive Plan in connection
with the hiring or retention of key employees and are subject to certain conditions. Restrictions expire at certain
dates after the grant date in accordance with specific provisions in the applicable agreement. During the year ended
December 31, 2007, the Company awarded 776,359 shares of restricted common stock, which had a fair value at the
date of grant ranging from $12.43 — $14.39. During the year ended December 31, 2006, the Company awarded
426,458 shares of restricted common stock, which had a fair value at the date of grani ranging from $11.91 - $19.13.
During the year ended December 31, 2005, the Company awarded 307,428 shares of restricted common stock,
which had a fair value at the date of grant ranging from $7.53 — $10.40. Compensation under these restricted stock
awards was charged to expense over the restriction period and amounied to 34.4 million, $2.8 million and $1.6
million in 2007, 2006 and 2005, respectively.

There were no significant stock compensation costs capitalized into assets as of December 31, 2007,
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The Company received $1.9 million, $2.6 million, and $1.2 million for the exercise of stock options during the
year ended December 31, 2007, 2006 and 2005, respectively. Cash was not used to settle any equity instruments
previously granted. The Company issued shares pursuant to grants relating to each of the Equity Incentive Pilan,
2000 Plan and 2001 Plan from reserves upon the exercise of stock options and vesting of RSAs. The Company does
not currently expect to repurchase shares from any source to satisfy such obligation under these plans.

The following are the stock-based compensation costs recognized in the Company’s consolidated statements of
income (in thousands):

Year Ended December 31,

2007 2006 2005
Costof revenue......................... e 3 380 § 318§ 31
Research and development.................cooiiiii i 810 594 116
Selling, general and administrative....................coc, 5,403 4,599 1,478
Stock-based compensation costs reflected
innetincome (10S8). .....ooiii i $ 6,593 $ 5511 § 1,675

As discussed above, results for prior periods have not been restated to reflect the effects of implementing SFAS
123(R). The following table illustrates the effect on net income and earnings per share if the Company had applied
the fair value recognition provisions of SFAS 123 to stock options granted under the Company’s stock option plans
for the year ended December 31, 2003. For purposes of this pro forma disclosure, the value of the stock options was
estimated using a Black-Scholes option-pricing formula and amortized to expense over the options® vesting periods
(in thousands):

Year Ended
December 31,
2005
Net 1088, a8 TepOrted. ... ..ot b (2,666)
Add: Stock-based employee compensation expense
included in reported net loss.............cooiiiiii 1,575
Deduct: Total stock-based employee compensation expense
determined under fair value based method for all awards....... (4,834)
Pro FOrma Net 1088, . ..ottt $ (5,925)
Earnings per share
Basic and Diluted - asreported.................ooooiiin L, $ (0.09)
Basic and Diluted - pro FOFMAL oo $ (0.19)
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Reserved Shares of Common Stock

At December 31, 2007 and 2006, the Company had reserved 4,801,687 and 5,389,865 shares of common stock,
respectively, for the issuance of common stock upon the exercise of options, issuance of RSAs, RSUs, purchase of
common stock pursuant to the MSPP or other awards issued pursuant to the Company’s equity plans and
arrangements. The following table summarizes the reserved shares by plan as of December 31, 2607:

Options / Warrants Shares Available Total Shares
. Qutstanding for Future Issuance Reserved

1996 Plan..........ocooiviiiiii e 20,400 - 20,400
2000 Plan......oooii 1,665,118 - 1,665,118
2000 Plan. ..o 625,412, - 625412
2006 Equity Incentive Plan................ocoei 129,173 858,006 987,179
2006 Mangement Stock Purchase Plan............ - 500,000 500,000
T Plan. ... 90,592 - 90,592
Other * L. 912,986 - 912,986
3,443,681 1,358,006 4,801,687

* Balthrop Option and Tm Warrants
Employee Savings Plans

Effective January 1, 2001, the Company began sponsoring a retirement plan authorized by section 401(k) of the
Internal Revenue Code. In accordance with the 401(k) plan, all employees are eligible to participate in the plan on
the first day of the month foilowing the commencement of full time employment. For 2007, 2006 and 2005, each
employee could contribute a percentage of compensation up to a maximum of $15,500, $15,000 and 514,000 per
year, respectively, with the Company matching 50% of each employee’s contributions. The Company’s
contributions for 2007, 2006 and 2005 were $543,000, $435,000 and $345,000, respectively.

NOTE 15 - COMMITMENTS AND CONTINGENCIES
Lease Arrangements

The Company has operating ieases related primarily to its office and manufacturing facilities with original lease
periods up to 10 years. Rental and lease expense for these operating leases for the years 2007, 2006 and 2005 totaled

approximately $1.2 million, $995,000 and $842,000, respectively.

Minimum annual lease commitments as of December 31, 2007 under non-cancelable leases for each of the next
five years and in the aggregate were as follows (in thousands):

2008 e $ 2,506
20000 1,652
0 585
L0 I O U 134
Thereal er. .. o 56

0 U § 4933

These non-cancelable lease commitments related to facilities include certain rent escalation provisions which
have been included in the minimum annual rental commitments shown above. These amounts are recorded to
expense on a straight-line basis over the life of the lease. In addition, some of the Company’s leases contain options
to renew the lease for five to ten years at the then prevailing market rental rate, right of first refusal to lease
additional space that becomes available, or leasehold improvement incentives
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Non-Cancelable Purchase Commitments

As of December 31, 2007 the Company had approximately $3.2 million in purchase commitments with several
of its inventory suppliers. These commitments require delivery of minimum amounts of components throughout
2008. None of the Company’s current commitments extend past 2008,

Employment Contracts

The Company has entered into employment contracts with certain of its key executives. Generally, certain
amounts may become payable in the event the Company terminates the executives’ employment without cause or
the executive resigns for good reason,

Gain on Settlement of Liability

The Company has renegotiated a contract acquired as part of the acquisition of Tm Bioscience. As part of the
contract renegotiation there was a settlement of a liability of $2.3 million which we have recorded as a gain on
settlement of liability.

Legal Proceedings

On January 16, 2008, Luminex Corporation and Luminex Molecular Diagnostics, Inc. were served with a
complaint, filed by The Research Foundation of the State University of New York (“SUNY”) in Federal District
Court for the Northern District of New York, alleging, among other claims, that LMD breached its license
agreement with SUNY by failing to pay royalties allegedly owed under the agreement. On February 9, 2008,
Luminex and LMD filed an answer to this complaint denying all claims brought by SUNY.

Unfunded Credit Facility

On March 1, 2007, the Company entered into a senior revolving credit facility with JPMorgan Chase Bank,
N.A., which provides borrowings of up to a maximum aggregate principal amount outstanding of $15.0 million
based on availability under a borrowing base consisting of eligible accounts and inventory. The obligations under
the senior revolving credit facility are guaranteed by the wholly-owned domestic subsidiaries of the Company and
secured by all of the accounts, equipment inventory and general intangibles {excluding intellectual property) of the
Company and the guarantors including the pledge of an intercompany note from LMD and payable to the Company.
Loans under the senior credit facility accrue interest on the basis of either a base rate or a LIBOR rate. The base rate
is calculated daily and is the greater of (i) prime minus 1.00% and (ii) federal funds rate plus .50%. Borrowings at
the LIBOR rate are based on one, two or three month periods and interest is calculated by taking the sum of (i) the
product of LIBOR for such period and statutory reserves plus (ii) 1.75%. We pay a fee of 0.125% per annum on the
unfunded portion of the lender's aggregate commitment under the facility. Approximately, $10.6 million is available
for borrowing at December 31, 2007.

The senior credit facility contains conditions to making loans, representations, warranties and covenants,
including financial covenants customary for a transaction of this type. Financial covenants include (i) a tangible net
worth covenant of $25.0 million following the acquisition and (ii) a liquidity requirement of availability not less
than the funded debt of the Company and its subsidiaries (including LMD) calculated using the unencumbered cash,
cash equivalents and marketable securities of the Company and the guarantors. The senior credit facility also
contains customary events of default as well as restrictions on undertaking certain specified corporate actions,
including, among others, asset dispositions, acquisitions and other investments, dividends, fundamental corporate
changes such as mergers and consolidations, incurrence of additional indebtedness, creation of liens and negative
pledges, transactions with affiliates and agreements as to certain subsidiary restrictions and the creation of additional
subsidiaries. If an event of default occurs that is not otherwise waived or cured, the lender may’terminate its
obligations to make loans under the senior credit facility and may declare the loans then outstanding under the senior
credit facility to be due and payable. We believe we are currently in compliance with our financial and other
covenants under the senior credit facility. As of December 31, 2007, no amounts were outstanding under the senior
revolving credit facility.
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NOTE 16 - GUARANTEES

The terms and conditions of the Company's development and supply and license agreements with its strategic
partners generally provide for a limited indemnification of such partners, arising from the sale of Luminex Systems
and consumables, against losses, expenses and liabilities resulting from third-party claims based on an alleged
infringement on an intellectual property right of such third party. The terms of such indemnification provisions
generally limit the scope of and remedies for such indemnification obligations. To date, the Company has not had to
reimburse any of its strategic partners for any losses arising from such indemnification obligations.

NOTE 17 - SEGMENT AND GEQOGRAPHIC INFORMATION

The Chief Operating Decision Maker (CODM), as defined by SFAS No. 131, is Luminex’s Chief Executive
Officer, The CODM allacates resources to and assesses the performance of each operating segment using
information about its revenue and projections. Qur reporting segments reflect the naiure of the products offered to
customers and the markets served and are comprised of the following:

Technology Segment - represents our base business and consists of system sales to partners, raw bead sales,
royalties, service and support of the technology, and other miscellaneous items.

Assay Segment - consists of LBG and LMD and is primarily involved in the development and sale of assays on
xMAP technology for use on Luminex’s instailed base of systems.

Intersegment sales are recorded at fixed prices which approximate the prices charged to third party strategic
partners and are not a measure of segment operating earnings.

Following is selected information for the year ended December 31, 2007 or as of December 31, 2007 (in
thousands), with recognition that the LMD impact is only for the period of March 1, 2007 through December 31,
2007:

Technology Assay Intersegment
Segment Segment Eliminations Consolidated
Revenues from external customers............... $ 659012 $ 12,642 3 (3,544) $ 75010
Intersegment revenue... ... 3,476 68 (3,544) (3,544)
Depreciation and amortization.................... 2,241 3,049 (227 5,063
Segment profit (108s8). ... 15,651 (18,236) (126) (2,711
Segment @SSeLS. ...ouvivii i 139,010 65,635 (81,086) 123,559

The assay segment net loss for 2007 includes two significant non-cash items: (i) the write oft of $7.4 million of
IPR&D and (ii) the $2.3 million gain on settlement of liability. The table below provides information regarding
long-term assets and product revenues from our sales to customers within the United States and in foreign countries
for the years ended Decemnber 31 (in thousands): -

Sales to Customers Long-Term Assets
2007 2006 2005 2007 2006 2005
Domestic..........oocoviveninn $ 63,591 $ 40,823 $ 32,844 10,863 6,042 4,234
Foreign:
Europe.........cocevinnn, 7,833 5,760 5,310 501 173 151
Asia...... 739 2,870 1,123 - - -
Canada..................... 846 | 2,157 2,061 58,676 (1) - -
Other........ooovieennen, 1,999 1,379 975 - - -
$ 75,010 $ 52,989 $ 42,313 $ 70,040 3 6215 $ 4385

(1) 839,617 of the $58,676 represents goodwill from the acquisition of LMD.
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NOTE 18 - SETTLEMENT OF LITIGATION

The Company settled its pending litigation with Ruies Based Medicine, Inc. (“RBM™} on October 15, 2007. As part of
the setttement, Luminex received a cash payment of $12.5 million. The cash payment was made by RBM in exchange for
resolution of the dispute between the companies regarding Biophysical Corporation as well as the retirement of Luminex’
stock ownership in RBM and the grant of certain additional licensing rights from Luminex. All other terms of the
agreement are confidential. The parties formally dismissed the lawsuit on October 24, 2007, as required by the settlernent
agreement. We recorded $11.5 million of the $12.5 million payment in the fourth quarter as a gain on settlement of
hitigation. The remaining $1.0 million has been deferred related to the license agreement with RBM and will be
recognized over the term of the license agreement.

NOTE 19 - RECENT ACCOUNTING PRONOUNCEMENTS

In September 2006, the FASB issued FAS No. 157, “Fair Value Measurements” (FAS 157). FAS 157 provides
enhanced guidance for using fair value to measure assets and liabilities. It does not require any new fair value
measurements, but does require expanded disclosures to provide information about the extent to which fair value is used to
measure assets and liabilities, the methods and assumptions used to measure fair value, and the effect of fair value
measures on eamings. [n February 2008, the FASB issued FASB Staff Position FAS 157-2, “Effective Date of FASB
Statement No. 157" (the FSP). The FSP delayed, for one year, the effective date of FAS 157 for all nonfinancial assets and
liabilities, except those that are recognized or disclosed in the financial statements on at least an annual basis.
Consequently, FAS 157 will be effective for our fiscal year 2008 for financial assets and liabilities recognized or disclosed
in our Consolidated Financial Statements. The deferred provisions of FAS 157 will be effective for our fiscal year 2009.
We have evaluated the effects of the initial adoption of FAS 157 for our 2008 fiscal year and do not expect its adoption
will have 2 material impact on our Consolidated Financial Statements. We are currently evaluating the impact, if any, of
the entirety of FAS 157 on our fiscal year 2009 Consolidated Financial Statements.

In February 2007, the FASB issued FAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities — Including an amendment of FASB Statement No. 1157 (FAS 159). FAS 159 expands the use of fair value
accounting but does not affect existing standards that require assets or liabilities to be carried at fair value. Under FAS 159,
a company may elect to use fair value to measure various assets and liabilities including accounts receivable, available-for-
sale and held-to-maturity securities, equity method investments, accounts payable, guarantees and issued debt. If the use of
fair value is elected, any upfront costs and fees related to the item must be recognized in earnings and cannot be deferred.
The fair value election is imevocable and generally made on an instrument-by-instrument basis, even if a company has
similar instruments that it elects not to measure based on fair value. At the adoption date, unrealized gains and losses on
existing items for which fair value has been elected are reported as a cumulative adjustment to beginning retained
eamnings. Subsequent to the adoption of FAS 159, changes in fair value are recognized in eamings. FAS 159 is effective
for our fiscal year 2008. We are currently evaluating the impact, if any, of FAS 159 on our Consolidated Financial
Statements.

In December 2007, the FASB issued FAS No. 141 (Revised 2007), “Business Combinations” (FAS 141IR)
which replaces FAS No. 141, “Business Combinations”. FAS 141R establishes principles and requirements for how
an acquirer recognizes and measures in its financial statements the identifiable assets acquired, the liabilities
assumed, any noncontrolling interest in the acquiree and the goodwill acquired. The statement also establishes
disclosure requirements that will cnable users to evaluate the nature and financial effects of the business
combination. FAS 14IR is effective for our fiscal year 2009 and must be applied prospectively to all new
acquisitions closing on or after January 1, 2009. Early adoption of this standard is not permitted. We are currently
evaluating the impact, if any, of FAS 141R on our Consolidated Financial Statements,

In December 2007, the FASB issued FAS No. 160, “Noncontrolling Interests in Consolidated Financial
Statements — An Amendment of ARB No. 51” (FAS 160). FAS 160 requires that accounting and reporting for
minority interests be recharacterized as noncontrolling interests and classified as a component of equity, The
standard is effective for our fiscal year 2009 and must be applied prospectively. We do not expect that the adoption
of FAS 160 will have a material impact on our Consolidated Financial Statements.

78




SELECTED QUARTERLY RESULTS (UNAUDITED)

The following table sets forth certain quarterly financial data for the perieds indicated (in thousands, except per

share data):

Quarter Ended
March 31, June 30, September 30, December 31,
2007 2007 2007 2007
REVENUE. ...t $ 16,607 $ 17,548 % 19,353 5 21,501
Gross profit........coooooiiiiiiininin, 10,429 10,337 12,017 13,310
Income (loss) from operations........... (372) (12,244) (1,858) (2.943)
Net income (loss)........cooovviiinnin. 136 (12,056) (1,852) 11,061
Basic income (loss) per share............ 0.00 {0.34) (0.05) 0.31
Diluted income (loss) per share.......... 0.00 (0.34) (0.05) 0.30
Quarter Ended
March 31, June 30, September 30, December 31,
2006 2006 2006 2006
Revenue.........ooociviiviiiininiiinennns £ 12,997 $ 13,268 b 12,514 $ 14,210
Gross profit.........oooeiiiiiiiiin ... 8,260 7,660 7,782 8,550
Income (loss) from operations........... 113 (267) (435) ) 7
Netincome................. ST T 526 271 111 599
Rasic income (loss) per share............ 0.02 0.01 0.00 0.02
Diluted income (loss) per share.......... 0.02 0.01 . 0.00 0.02

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND

FINANCIAL DISCLOSURE

None.
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ITEM 94, CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and procedures, as defined in Rule 13a-15(e) promulgated under the Securities
Exchange Act of 1934 (the “Exchange Act”), which are designed to ensure that information required to be disclosed
by us in the reports-that we file or submit under the Exchange Act is recorded, processed, summarized and reported
within the time periods specified in the Securities and Exchange Commission’s rules and forms and that such
information is accumulated and communicated to our management, including our Chief Executive Officer and Chief
Financial Officer, as appropriate, to allow timely decisions regarding required disclosure. We carried out an
evaluation, under the supervision and with the participation of our management, including our Chief Executive
Officer and Chief Financial Officer, of the effectiveness of the design and operation of our disclosure controls and
procedure as of the end of the period covered by this report. Based on the evaluation and criteria of these disclosure
controls and procedures, the Chief Executive Officer and Chief Financial Officer concluded that our disclosure
controls and procedures were effective,

Management’s Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting, as such term is defined in Exchange Act Rules |3a-15(f) and 15d-15(f). Under the supervision and with
the participation of our management, including our Chief Executive Officer and Chief Financial Officer, we
conducted an evaluation of the effectiveness of our internal control over financial reporting as of December 31, 2007
based on the framework in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). Based on that evaluation, our management concluded that our
internal control over financial reporting was effective as of December 31, 2007. Because of its inherent limitations,
internal control over financial reporting may not prevent or detect misstatements. Projections of any evaluation of
effectiveness to future periods are subject to the risks that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Management's assessment of and conclusion on the effectiveness of internal conirol over financial reporting did
not include the internal controls of Luminex Molecular Diagnostics, which is included in the 2007 consolidated
financial statements of Luminex Corporation and constituted 54% of total assets as of December 31, 2007 and 16%
of revenues for the year then ended.

* The Company’s independent registered public accounting firm, Ernst & Young LLP, has issted a report on their
assessment of the effectiveness of the Company’s internal control over financial reporting, which is provided at Item
8. page 50.

Changes in Internal Control Over Financial Reporting
There were no changes in our internal control over financial reporting identified in connection with the

evaluation required by Exchange Act Rule 132-15(d) during the fourth quarter of 2007 that have materially affected,
or are reasonably likely to materially affect, our intermal control over financial reporting.

ITEM 9B, OTHER INFORMATION

None.
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PART 111
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required by this Item concerning our directors, audit committee, and audit committee financial
experts, code of ethics and compliance with Section 16(a) of the Exchange Act is incorporated by reference to
information under the caption “Proposal 1 - Election of Directors” and to the information under the caption “Section
16(a) Beneficial Ownership Reporting Compliance” in our definitive proxy statement for our 2008 annual meeting
of stockholders to be held on or about May 22, 2008 (the “Proxy Statement”). It is anticipated that our Proxy
Statement will be filed with the Securities and Exchange Commission on or about April 20, 2008.

Pursuant to General Instruction G(3), certain information with respect to our executive officers is set forth under
the caption “Executive Officers of the Registrant” in Item 4 of this Annual Report on Form 10-K.

ITEM 11. EXECUTIVE COMPENSATION

Information required by this item is incorporated by reference to the sections of the Proxy Statement entitled
“Executive Compensation and Related Matters.”

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

Information required by this Item is incorporated by reference to the sections of the Proxy Statement entitled
“Security Ownership of Certain Beneficiai Owners and Management.”

Securities Authorized for Issuance Under Equity Compensation Plans

The following table sets forth, as of December 31, 2007, certain information with respect to shares of the
Company’s common stock authorized for issuance under the Company’s equity compensation plans.

Number of Securities Remaining
Number of Securities to ~ Weighted-Average Available for Future Issuance
be Issued Upon Exercise Exercise Price of  Under Equity Compensation Plan
of Qutstanding Options  Outstanding Options  (Excluding Securities Reflected

Plan Category in Column (A)) (1)
(A} (B) €}
Equity compensation plans
approved by security
holders.......oovvviiiiicee e 1,814,691 § 10.75 1,358,006

Equity compensation plans
not approved by security ‘ :
holders (2)...oevvrrvvmenniririeee 1,628,990 8§ 13.30 -

Total. oo 3,443,681 1,358,006

(1) In February 2001, our Board of Directors approved the 2001 Broad-Based Stock Option Plan (the “2001 Plan™),
a non-stockholder approved plan, for grants of stock options to employees who are not directors or officers of the
Company. Options may be granted to such employees at not less than 100% of the fair market value of the common
stock on the date of grant. The options become exercisable in whole or in such installments as determined by the
Board of Directors and generally expire 10 years after the grant date. Since approval of the Equity Incentive Plan in
May 2006, no securities are available for future issuances under this plan. For additional information regarding the
Company’s 2001 Plan see Note 14 to the Consolidated Financial Statements.
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{(2) Includes shares issuable upon the exercise of options granted under the Tm Bioscience Corporation Share Option
Plan assumed by Luminex in connection with the acquisition of Tm Bioscience. These options have a weighted
average exercise price of $21.54. No further grants will be made pursuant to this plan. Also includes option to
purchase 500,000 shares of the Company’s common stock issued to Patrick J. Balthrop, Sr. on May 15, 2004, in
connection with his hiring and outside of any stockholder approved equity incentive plan. The terms of this option,
together with the amendment to the related option agreement, are more fully described in Note 14 to the
Consclidated Financial Statements.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

information required by this llem is incorporated by reference to the sections of the Proxy Statement entitled
“Certain Relationships and Related Party Transactions” and “Corporate Governance.”

ITEM 4. PRINCIPLE ACCOUNTANT FEES AND SERVICES

Information required by this liem is incorporated by reference to the section of the Proxy Statement entitled
“Ratification of Appointment of Independent Registered Public Accountants.”

PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) The following documents are-filed as a part of this Annual Report on Form 10-K:
(1) Financia] Statements:
The Financial Statements required by this item are submitted in Part I, Item 8 .of this report.
(2) Financial Statement Schedules:

All schedules are omitted because they are not applicable or the required information is shown in the Financial
Statements or in the notes thereto.

(3) Exhibits:
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EXHIBIT
NUMBER

2.1

3.1

3.2

4.1

10.1#

10.2#

10.3#

10.44#

10.5#

10.6#

10.7#

10.8+

10.5+

10.10

10.11#

DESCRIPTION OF DOCUMENT

Merger Agreement, dated December 14, 2006, by and between the Company and Tm Bioscience
Corporation (Previously filed as an Exhibit to the Company’s Current Report on Form 8-K dated
December 15, 2006).

Restated Certificate of Incorporation of the Company (Previously filed as an Exhibit to the Company’s
Registration Statement on Form S-1 (File No. 333-96317), filed February 7, 2000, as amended).

Amended and Restated Bylaws of the Company (Previously filed as an Exhibit to the Company’s
Registration Statement on Form S-1 (File No. 333-96317), filed February 7, 2000, as amended).

Rights Agreement dated as of June 20, 2001 between Luminex Corporation and Mellon Envestor
Services, LL.C, as Rights Agent which includes as Exhibit A the form of Certificate of Designations of
Series A Junior Participating Preferred Stock setting forth the terms of the Series A Junior Participating
Preferred Stock, as Exhibit B the form of Rights Certificate and as Exhibit C the Summary of Rights
(Previously filed as Exhibit 4 to the Company’s Current Report on Form 8-K dated June 21, 2001).

1996 Stock Option Plan of the Company, as amended (Previously filed as an Exhibit to the Company’s
Registration Statement on Form S-1 (File No. 333-96317), filed February 7, 2000, as amended).

Form of Stock Option Agreement for the 1996 Stock Option Plan (Previously filed as an Exhibit to the
Company’s Registration Statement on Form S-1 (File No. 333-96317), filed February 7, 2000, as
amended). '

Form of Incentive Stock Option Agreement for the 1996 Stock Option Plan (Previously filed as an
Exhibit to the Company’s Registration Statement on Form S-1 (File No. 333-96317), filed February 7,
2000, as amended).

2000 Long-Term Incentive Plan of the Company, as amended (Previously filed as an Exhibit to the
Company’s Quarterly Report on Form 10-Q for the quarterly period ended March 31, 2002).

Form of Stock Option Award Agreement for the 2000 Long-Term Incentive Plan (Previously filed as an
Exhibit to the Company’s Registration Statement on Form S-1 (File No. 333-96317), filed February 7,
2000, as amended).

2001 Broad-Based Stock Option Plan of the Company (Previously filed as an Exhibit to the Company’s
Annual Report on Form 10-K for the fiscal year ended December 30, 2001).

Form of Option Grant Certificate for the 2001 Broad-Based Stock Option Plan (Previously filed as an
Exhibit to the Company’s Annual Report on Form 10-K for the fiscal year ended December 30, 2001).

Development and Supply Agreement dated as of March 19, 1999 by and between the Company and
Bio-Rad Laboratories, Inc. (Previously filed as an Exhibit to the Company’s Registration Statement on
Form S-1 (File No. 333-96317), filed February 7, 2000, as amended).

Amendment to Development and Supply Agreement dated as of January 13, 2000 by and between the
Company and Bio-Rad Laboratories, Inc. (Previously filed as‘an Exhibit to the Company’s Registration
Statement on Form S-1 (File No, 333-96317), filed February 7, 2000, as amended).

Second Amendment to Development and Supply Agreement dated as of June 12, 2000 by and between
the Company and Bio-Rad Laboratories, Inc. (Previously filed as an Exhibit to the Company’s Annual
Report on Form 10-K for the fiscal year ended December 31, 2000).

Form of Amended and Restated Employment Agreement between the Company and each of Randel S.
Marfin and Oliver H. Meek (Previously filed as an Exhibit to the Company’s Quarterly Report on Form
10-Q for the period ended June 30, 2002).
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10.12#

10.13

10.14

10.15

10.16

10. 174

10.18#

10.19#

10.20#

10.21#

10.22#

10.23%

10.24#

10.25#

10.26#

10.27#

. Quarterly Report on Form 10-Q for the period ended June 30, 2002).

QOctober 22, 2004).

Form of Indemnification Agreement dated May 22, 2002 between the Company and each of the
directors and officers of the Company (Previously filed as an Exhibit to the Company’s Quarterly
Report on Form 10-Q for the period ended June 30, 2002).

Lease Agreement between Aetna Life Insurance Company, as Landlord, and Luminex Corporation, as |
Tenant, dated October 19, 2001 (Previously filed as an Exhibit to the Company’s Form 10-Q for the
quarterly period ended September 30, 2001).

First Amendment to Lease Agreement between Aetna Life Insurance Company, as Landlord, and
Luminex Corporation as Tenant, dated July 25, 2002. (Previously filed as an Exhibit to the Company’s

Lease Amendment between McNeil 4 & 5 Investors, LP, as Landlord, and Luminex Corporation, as
Tenant, dated January 27, 2003 (Previously filed as an Exhibit to the Company’s Annual Report on
Form 10-K for the fiscal year ended December 31, 2002).

Sublease Agreement dated as of May 2, 2002 by and between the Company and American Innovations,
Ltd., for facilities situated at 12112 Technology Boulevard, Austin, Texas 78727 (Previously filed as an
Exhibit to the Company’s Quarterly Report on Form 10-Q for the period ended June 30, 2002).

Employment Agreement, effective as of October 1, 2003, by and between Luminex Corporation and
Harriss T. Currie (Previously filed as an Exhibit to the Company’s Annual Report on form 10-K for the
fiscal year ended December 31, 2003).

Employment Agreement effective as of October 1, 2003, by and between Luminex Corporation and
David S. Reiter (Previously filed as an Exhibit to the Company’s Annual Report on form 10-K for the
fiscal year ended December 31, 2003).

Employment Agreement effective as of May 15, 2004, by and between Luminex Corporation and
Patrick J. Balthrop (Previously filed as an Exhibit to the Company's Current Report on Form 8-K dated
May 17, 2004).

Employment Agreement effective as of October 25, 2004, by and between Luminex Corporation and
Gregory J. Gosch (Previously filed as an Exhibit to the Company’s Current Report on Form &-K dated

Employment Agreement effective as of May 23, 2005, by and between Luminex Corporation and
Russell W. Bradiey {Previously filed as an Exhibit to the Company’s Current Report on Form 8-K dated
May 23, 2005).

Form of Restricted Stock Agrecement for the 2000 Long-Term Incentive Plan and 2001 Broad-Based
Stock Option Plan (Previously filed as an Exhibit to the Company’s Quarterly Report on Form 10-Q for
the quarterly period ended September 30, 2004),

Form of Non-Qualified Stock Option Agreement dated as of May 135, 2004, by and between Luminex
Corporation and Patrick J. Balthrop (Previously filed as an Exhibit to the Company’s Current Report on
Form 8-K dated May 17, 2004).

2006 Executive Officer Compensation Summary (Previously filed as an Exhibit to the Company’s
Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2006).

Form of Amendment to Executive Employment Agreements (Previously filed as an Exhibit to the
Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2006).

Luminex Corporation 2006 Equity Incentive Plan (Previously filed as Exhibit A to the Company’s
Proxy Statement for its Annual Meeting of Shareholders held on May 25, 2006).

Form of Non-Qualified Stock Option Agreement for the 2006 Equity Incentive Plan (Previously filed as
an Exhibit to the Company’s Current Report on Form 8-K dated May 25, 2006).
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10.28#

10.294
10.304

1031
10.32#
10.33#

10.34#

10.35#
10.36#
10.37#
10.38%#
10.39%

10.40#

10.41#
10.42#
21.1

231

24.1

Form of Restricted Share Award Agreement for Officers & Employees for the 2006 Equity Incentive
Plan (Previously filed as an Exhibit to the Company’s Current Report an Form 8-K dated May 25,
2006).

Form of Restricted Share Award Agreement for Directors for the 2006 Equity [ncentive Plan
{Previously filed as an Exhibit to the Company’s Current Report on Form 8-K dated May 25, 2006).

Luminex Corporation 2006 Management Stock Purchase Plan (Previously filed as Exhibit B to the
Company’s Proxy Statement for its Annual Meeting of Shareholders held on May 25, 2006).

Credit Agreement, dated March 1, 2007, by and between the Luminex Corporation and JPMorgan
Chase Bank, N A. (Previously filed as an Exhibit to the Company’s Current Report on Form 8-K dated
March 1, 2007).

Employment Agreement effective as of February 7, 2007, by and between Luminex Corporation and
John C. Carrano (Previously filed as an Exhibit to the Company’s Annual Report on Form 10-K for the
fiscal year ended December 31, 2006).

Employment Agreement effective as of March 1, 2007, by and between Luminex Corporation, Tm
Bioscience and Jeremy Bridge-Cook (Previously filed as an Exhibit to the Company’s Annual Report
on Form 10-K for the fiscal year ended December 31, 2006).

Form of Restricted Stock Unit Agreement for the 2006 Equity Incentive Plan (Previously filed as an
Exhibit to the Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2006).

Amendment to Restricted Stock Agreement, dated as of March 25, 2007, by and between Luminex
Corporation and Patrick J. Balthrop, Sr. (Previously filed as an Exhibit to the Company’s Quarterly
Report on Form 10-Q for the quarterly period ended March 31, 2007).

Amendment to Luminex Corporation 2000 Amended and Restated Long-Term Incentive Plan dated as
of May 24, 2607 (Previously filed as an Exhibit to the Company’s Quarterly Report on Form 10-Q for
the quarterly period ended June 30, 2007).

Amendment to Luminex Corporation 2001 Broad-Based Stock Option Plan dated as of May 24, 2007
(Previously filed as an Exhibit to the Company’s Quarterly Report on Form 10-Q for the quarterly
period ended June 30, 2007).

"Amendment to Luminex Corporation 2006 Management Stock Purchase Plan dated as of May 24, 2007

(Previously filed as an Exhibit to the Company’s Quarterly Report on Form 10-Q for the quarterly
period ended June 30, 2007).

Amendment to Luminex Corporation 2006 Equity Incentive Plan dated as of May 24, 2007 (Previously
filed as an Exhibit to the Company’s Quarterly Report on Form 10-Q for the quarterly period ended
June 304, 2007).

Form of Amendments to Equity Award Agreements (Previously filed as an Exhibit to the Company’s
Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2007).

Employment Agreement, dated as of July 16, 2007, by and between Luminex Corporation and Douglas
C. Bryant (Previously filed as an Exhibit to the Company’s Current Report on Form 8§-K filed July 18,
2007).

Employment Agreement, effective as of September 30, 2007, by and between Luminex Corporation and
James W. Jacobson (Previously filed as an Exhibit to the Company’s Current Report on Form 8-K filed
September 19, 2007).

Subsidiaries of the Company.,

Consent of [ndependent Registered Public Accounting Firm,

Power of Attorney (incorporated in the signature page of this report),
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3.1 Certification by CEO pursuant to Securities and Exchange Act Rules 13a-14(a) and 15d — 14{a), as
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification by CFO pursuant to Securities and Exchange Act Rules 13a-14(a) and 15d - 14{a), as
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

321 Certification by CEO pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

322 Certification by CFO pursuani to 18 U.5.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.
# Management contract or compensatory plan or arrangement.
+ Confidential treatment requested for certain portions of this Exhibit pursuant to Rule 406 promulgated under

the Securities Act and Rule 24b-2 promulgated under the Securities Exchange Act, which portions are
omitted and filed separately with the Securities and Exchange Commission.
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SIGNATURES

Pursuant to the requirements of the Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant
has duly caused this Report to be signed on its behalf by the undersigned, thereunto duly authorized, on March 14,
2008.

LUMINEX CORPORATION
By: _/s/ Patrick J. Balthrop

Patrick J. Balthrop
President and Chief Executive Officer

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENT, that each person whose signature appears below constitutes
and appoints Patrick J. Balthrop and Harriss T. Currie, each his true and lawful attorney-in-fact and agent, with full
power of substitution and resubstitution, for him and in his name, place and stead, in any and all capacities, to sign
any and all amendments to this Report, and to file the same, with all exhibits thereto, and other documents in
connection therewith, with the Securities and Exchange Commission, granting unto- said attorneys-in-fact and
agents, full power and authority to do and perform each and every act and thing requisite and necessary to be done
in connection therewith, as fully to all intents and purposes as he might or could do in person, hereby ratifying and
confirming all that said attorneys-in-fact and agents, or their substitutes or substitute, may lawfully do or cause to be
done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

S




SIGNATURES

/s/ Patrick J. Balthrop

Patrick J. Balthrop

/s/ Harriss T. Currie

Harriss T. Currie

/s/ Robert ). Cresci

Robert J. Cresci

s/ Thomas W. Erickson

Thomas W. Erickson

/s/ Fred C. Goad, Jr.

Fred C. Goad, Jr.

/s/ Jay B. Johnston

Jay B. Johnston

/s/ Jim D. Kever

Jim D, Kever

/s/ G. Walter Loewenbaum 11

G. Walter Loewenbaum I1

/sf Kevin M. McNamara

Kevin M. McNamara

/s/ J. Stark Thompson

J. Stark Thompson

/s/ Gerard Vaillant

Gerard Vaillant

TITLE

President and Chief Executive Officer,
Director (Principal Executive Officer)

Chief Financial Officer, Vice President, Finance
and Treasurer (Principal Financial Officer and
Principal Accounting Officer)

Director

Director

Director

Director

Director

Chairman of the Board of Directors

Director

Director

Director

Director

S-2

March 14, 2008

March 14, 2008

March 14, 2008

March 14, 2008

March 14, 2008

March 14, 2008

March 14, 2008

March 14, 2008

March 14, 2008

March 14, 2008

March 14, 2008




Exhibit 31.1

CERTIFICATION
1, Patrick J. Balthrop, certify that:
I I have reviewed this annual report on Form 10-K of Luminex Corporation;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officers and [ are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(D)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this annual report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

|
[ d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
, during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
I reporting; and )

5. The registrant’s other certifying officers and 1 have disclosed, based on our most recent evaluation of internal
control over financial reporting, 1o the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions): .

a) All significant deficiencies and material weaknesses in the design or operation of internai control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role

in the registrant’s internal control over financial reporting.

Date: March 14, 2008

By: _fs/ Patrick J. Balthrop
Patrick J. Balthrop
President and Chief Executive Officer




CERTIFICATION
i, Harriss T. Currie, certify that:
1. I have reviewed this annual report on Form 10-K of Luminex Corporation;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this annual report;

. 3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officers and 1 are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have;

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this annual report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of internal
contro! over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect th|e registrant’s ability to record, process,
summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Date: March 14, 2008
By: /s/ Harriss T. Currie
Harriss T. Currie
Vice President - Finance
Chief Financial Officer
Treasurer

Exhibit 31.2




CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

1n connection with the Annual Report of Luminex Corporation (the “Company”) on Form 10-K for the period ended
December 31, 2007, as filed with the Securities and Exchange Commission on the date hereof (the “Report™), 1,
Patrick J. Balthrop, President and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. §1350, as
adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a} or 15(d) of the Securitics Exchange
Act of 1934; and

(2) The information cortained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

/s/ PATRICK J. BALTHROP

Patrick J. Balthrop

President and Chief Executive Officer
March 14, 2008




CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Luminex Corporation (the “Company”) on Form 10-K for the period ended
December 31, 2007, as filed with the Securities and Exchange Commission on the date hereof (the “Report™), I,
Harriss T. Currie, Vice President — Finance, Chief Financial Officer and Treasurer of the Company, certify, pursuant
to 18 U.S.C. §1350, as adopted pursuant to §506 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Actof 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

/s HARRISS T. CURRIE
Harriss T. Currie

Vice President — Finance
Chief Financial Officer
Treasurer

March 14, 2008




Luminex Corporation

12212 Technology Boulevard
Austin, Texas 78727
212.219.8020

Luminex B.V,
Krombaak 15

4906 Costerhaut

The Netherlands
+31-16.240.8333

Luminex Molecular Diagnostics
439 University Avenue, Suite 900
Toronto, Ontaric M5G 1Y8
Canada

416.593.4323

Ernst & Young LLP
Austin, Texas

The annual meeting of stockhalders will be held
on Thursday, May 22, 2008, a1 10:00 a.m. local
time ot the Austin Airport Hillon, Austin, Texas.

Mellon Investor Services, LLC
480 Washington Boulevard
Jersey City, New Jersey 07310
1.866.635.6965

A copy of the Company’s Annual Report on Form
10K, filed with the Securities and Exchange
Commission, may be obtained from the Company
at no charge. Requesis for the Annual Report on
Form 10-K and other investor information should
be directed to Investor Relations ot the Company's
corporate office or www.luminexcorp.com or by
e-mail to: investor@luminexcorp.com

This report contains forward-looking statements
{all siatements other than those made solely with
respect 1o historical fact) within the meaning of
Section 21E of the Securities Exchange Act of
1934 and section 27A of the Securities Act of
1933, as amended. These forward looking
statements ore subject to known and unknawn
risks and uncertainties {some of which are
beyond the Company’s control) that could cause
acival resulis to differ materiolly and adversely
from those anticipated in the forward-looking
statements.  See the Company’s 10K filing for
more detailed disclosure regarding forword-
looking statemenis ond associated risks and
uncertainties.




Luminex.

oV

www.luminexcorp.com

9

END|




